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SKANDINAVISKA BANKEN gi 


Three types of approach 


Following the dramatic raising of the level of 
interest in Sweden this summer — which has 
brought up the rate for long-term Swedish Gov- 
ernment loans to 5—5 1/2 per cent — the discus- 
sion on the meaning and purpose of a high rate 
of interest has received fresh impetus. The rate 
of interest has never been so high, either during 
the twenties with their obvious shortage of capital 
or during the decades before the First World 
War, when saving was so scarce and the invest- 
ments needed for rapid industrialization were so 
great that it was necessary to import considerable 

“amounts of capital into Sweden. Only during 
extreme periods of crisis — during the inflation 
of 1919—20 and the exchange crisis in the autumn 
of 1931 — have bank interest rates and bond 
yields reached higher levels than at present. But 
there was no question of there being a crisis of 
any kind during the summer of 1957. The general 
economic situation was in fact normal for the 
post-war period: slightly inflationary with high 
employment, relative calm on the wage front and 
no evident weakness in the foreign exchange posi- 
tion. Thus, the raising of the level of interest rates 
by about one per cent undertaken by the Riksbank 
in July is in such circumstances an interesting 
event. 

A series of more or less closely connected ques- 
tions can be posed. We can regard the interest 
problem from a short-run point of view asa 
measure of economic policy and discuss the effi- 
ciency of the raising of the rate of interest as part 
of a restrictive policy aimed at stopping or check- 
ing more or less transitory inflationary tendencies. 
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THE “NATURAL” LEVEL OF INTEREST RATES 
AND THE CAPITAL SHORTAGE 


BY PROFESSOR ERIK LUNDBERG 


The raising of the rate of interest then appears as 
a means of economic policy which has been chosen 
in a given situation instead of other alternatives, 
as for example a more restrictive financial policy. 
From this point of view the upward adjustments 
of the interest rates since 1954 — from what was 
then a 3 1/2 per cent. level for long-term Govern- 
ment loans — may be regarded as the result of a 
“voluntarily” chosen step in the economic policy 
pursued by the authorities with the purpose of 
checking the inflationary tendencies which have 
been evident during the last three years. 

A more fatalistic view of the tight money policy 
would emphasize both the existing inflationary 
tendency in a full-employment economy and the 
absence of real alternatives for a successful anti- 
inflationary policy. Those who take this quite 
realistic view hold the opinion that public expendi- 
ture and revenue are growing with inexorable 
rapidity and that the possibilities of an active fi- 
nancial policy to neutralize the inflationary effect 
of the public sector are very limited. A strongly 
restrictive monetary policy requiring relatively 
high rates of interest can, with these premises, be 
regarded as a more or less permanent feature of 
economic policy in Sweden — although, of course, 
there may be possibilities of fluctuation both 
upwards and downwards during changes of the 
business cycle. 

It is, however, also possible to view the present 
relatively high interest rates as effects of more 
fundamental forces than those which are directly 
related to the appraisals of the situation made by 
the Riksbank and other authorities. In various 
phases economists have spoken and written about 
the “real” or “natural” rate of interest as an ex- 
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pression for the essential long-term factors as 
determining the supply of and demand for capital 
or savings. A nominal rate of interest that from 
this viewpoint is too low leads to inflation which 
continues until the interest level is brought up to 
its “natural” position, a position of equilibrium 
supposed to be determined by the scarcity of sa- 
vings and capital. This type of approach, which 
stems from Knut Wicksell’s theory of the effects 
of too low interest rates (first put forward in 
Geldzins und Giiterpreise in 1898), may indeed 
be said to have been behind some of the arguments 
in the post-war discussions on monetary policy. 
The maintenance of a low rate of interest — be- 
low the equilibrium level — during the period 
1945—54 (33 1/2 per cent. for long-term Gov- 
ernment loans) was in a way acknowledged also 
by the authorities as a policy involving a level of 
interest rates which “‘in itself” is too low. The 
fixing of the low interest rate was indeed one of 
the aims of economic policy and it was a question 
of creating with other means — various sorts of 
controls and a restrictive financial policy — such 
conditions that the low rate of interest became 
“natural”.t Ex post it was another matter that the 
actual controls and the financial policy carried out 
were never sufficiently restrictive, with the conse- 
quence that the interest level during the whole of 
this period may be said to have been unnaturally 
low — an opinion which is confirmed by the rise 
of prices that occurred and the persisting infla- 
tionary tendency. 

It is true that the three modes of approach here 
indicated in regard to the level of interest cannot 
be altogether isolated from one another. It is a 
question of extremely complicated relations be- 
tween a large number of factors and there is a 
good deal of overlapping. There is, however, 


' This approach clearly appears from the Government Bill for 
the control of the rate of interest (No. 222, september 1951): 
“The control of the rate of interest now aims at preventing 
or mod fying from the viewpoint of stabilization unjustified or 
harmful consequences to the rate of interest arising from credit 
restricting measures, and is therefore subsidiary in relation to 
such measures. As, however, the credit restricting measures in 
their turn are only part of a total policy directed to creating in 
various respects a balance on the market, it is obvious that a 
control of interest rates will, at any rate in the long run, have 
the support of a balance achieved by other means between the 
supply of credit and the demand for credit, which does not 
justify a level of interest rates that is different from and higher 
than that which is secured through the control.” 


reason to believe that greater clarity in the discus- 
sion can be reached if the differences between 
these points of view are demarcated as clearly as 
possible. In what follows I shall begin with the 
equilibrium viewpoint expressed in the question: 
“Are there reasons to believe that the equilibrium 
level of interest rates in Sweden in the general 
economic conditions prevailing since the War 
should be relatively high, for example something 
like that now prevailing ?” 


Capital shortage as a basis of determination 
for the long-term equilibrium position 
of interest rates 


The rate of interest can be regarded as a price, 
a price for the right to use savings during a certain 
period for the purpose of investment or for the 
utilization of real capital of different kinds. Inter- 
est, regarded as a price for services of this kind, 
is of course a highly abstract conception even for 
the reason that there are a large number of such 
prices for various kinds of savings and uses for 
savings, having regard to time conditions, the 
institutions involved, various kinds of risks, and 
so on. I shall disregard these complications and 
confine my reasoning to the forces which seem to 
determine the movements of the general level of 
interest (according to some reasonable definition). 

There are two types of theories regarding the 
equilibrium rate of interest. One type of theory 
places the greatest emphasis on the relation be- 
tween the supply of and demand for the existing 
real capital of the community, in an attempt to 
determine the connection between the yield on 
capital and the rate of interest. According to the 
other type of theory the variations in the level of 
interest rates are principally to be explained by a 
variable scarcity in the supply of savings in rela- 
tion to the demand for investments of all kinds. 
Here we come to evolutions of complicated the- 
ories leading far back into the history of economic 
doctrines about which there are still very diverse 
Opinions among economists. However, as far as 
the simple reasoning which will be put forward 
here is concerned, these varying opinions of the 
content and relevance of the theories need not 
cause too much concern. 
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The first-mentioned approach can be applied in 
the following way. The total volume of capi- 
tal of the community grows from year to year 
thanks to the annual accumulation of new savings. 
The capital formation in various sectors of the 
economic system results in additions to the com- 
munity’s capacity to produce goods and services. 
Capital co-operates with labour in private and 
public enterprises for the production of goods and 
services, which as a total is indicated by the annual 
national income. In the industrial countries of the 
West the volume of capital — however measured 
— seems in general to have risen considerably 
faster than the supply of manpower and this ap- 
plies both to the economy as a whole and to dif- 
ferent branches of production. For the U. S. A., 
where economists and statisticians are not too 
greatly hampered by apparently insurmountable 
difficulties of measurement, the conclusion has 
been reached that over long periods of time the real 
capital of the community, in terms of volume, has 
grown about twice as fast as the total input of 
manpower. According to the estimates of Kuznets 
and Goldsmith the increases in the volume of 
capital per worker have amounted to 10—3o per 
cent. per decade since the middle of the nineteenth 
century. In the case of Sweden the statistical basis 
is lacking for such sweeping statements, as is also 
the requisite degree of statistical boldness. In the 
official report “A Balanced Expansion”, however, 
there are certain estimates for manufacturing for 
the period 1938—54, which point in the same 
direction: the value (in fixed prices based on the 
fire-insurance values) of the capital equipment of 
industry (excluding power stations) is said to have 
more than doubled during this period, whereas the 
number of hours worked has only increased by 
about one-fifth. 

It is true that calculations of this type must 
necessarily be extremely uncertain. The concept 
of capital as some sort of physical factor of pro- 
duction is among the most difficult to define if 
reasonable consideration is to be given to the fact 
that we are living in a dynamic economic world, 
one important feature of which is the continual 
occurrence of radical changes in the content of 
the existing stock of capital because of the de- 
velopment of new techniques. The problems of 


measurement and evaluation of capital are of 
necessity extremely difficult — and however we 
may set about the valuation at fixed prices we do 
not really know what we are doing. Nevertheless, 
it seems very probable that there is a fairly correct 
observation behind the results of these investiga- 
tions and this is so not only because the results are 
unambiguous. The results seem reasonable from 
the point of view that calculations of national in- 
comes for many countries, including Sweden, 
show a surprisingly constant proportion of sav- 
ings over long periods, from which it is reasonable 
to assume a more or less parallel development be- 
tween the accumulated savings — the stock of 
capital — and the national income. Since the real 
national income in Sweden per unit of manpower 
has risen over long periods by 2—3 per cent. an- 
nually, it is therefore natural that the volume of 
capital should also tend to grow rapidly in rela- 
tion to the number of people at work. 

This relatively high rate of increase in the 
physical capital — both totally and in most 
branches of production — ought in itself to bring 
about a tendency towards a declining yield on 
capital as a reflection of declining marginal pro- 
ductivity and diminishing scarcity. To the extent 
that the interest level stands in a certain if rather 
indeterminate relation to the yield on capital in 
different fields, this circumstance would also cor- 
respond to a secularly falling tendency in the rate 
of interest. During various periods, especially in 
the 1880’s and 1930’s, fears have indeed been ex- 
pressed about the consequences of too high a rate 
of saving and too rapid capital accumulation. At 
those times there were fears as to the prospects of 
finding profitable use in the future for the ac- 
cumulation of capital; the existence of unused 
capacity and low profits was pointed out. The 
1880’s and 1930’s were periods when the rate of 
interest in many countries fell to extremely low 
levels. At all times, with varying frequency and 
emphasis but with consistently poor results, eco- 
nomists have prophesied that an excessively heavy 
accumulation of capital will ultimately lead to a 
situation of stagnation where the yield on capital 
and the rate of interest will fall to very low levels. 

As everyone knows, this has not happened so 
far. A tendency to a declining yield on capital and 
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a declining rate of interest owing to the rapid 
growth of real capital has been effectively coun- 
terbalanced, and at times more than counterbal- 
anced, by a rising tendency in the demand for 
capital. Technical development, innovations in the 
form of new goods, new techniques and new needs 
have constantly shifted the demand curve for cap- 
ital to the right. The shortage of capital has — 
except during the serious depressions — been 
maintained, marginal productivity and yield have 
not fallen secularly as the pessimistic static the- 
ories inspired by Ricardo and Keynes had pre- 
dicted. American investigations point to a sur- 
prisingly stable level over long periods for the 
yield on capital and the level of interest. Short 
and long waves have, of course, occurred in the 
development but the economists have to strain 
their statistical material very considerably to find 
any regularity in these movements. 

One type of regularity regarding the long waves 
should, however, be noted in this connection. One 
can observe a clear tendency of the interest level 
to increase and to remain relatively high during 
periods of rising international prices — the 1860's 
and 1870’s, from the middle of the 1890’s up to 
1920 and after the Second World War — and to 
fall and be at a relatively low level during the 
1880's and 1930’s when declining prices dominated. 
It was also during these latter periods that com- 
plaints were made of the glut of capital and the 
difficulty of finding profitable use for new sav- 
ings. We can interpret this co-variation between 
the development of prices and interest by saying 
that the ‘‘real’”’ interest level, with corrections for 
the influence on capital values of the general price 
trend, will be higher during periods of falling 
prices and lower during periods of rising prices 
than is registered by the nominal rates of interest. 
Tf we look at the situation in Sweden during the 
post-war period of cheap money up to 1954, the 
“real” rate of interest on long-term Government 
bonds will be seen actually to have a negative 
value of about one per cent. (after correction for 
an average rate of increase in the cost of living 
index). Compare this with the situation during the 
period 1920—31, when the effective yield on long- 
term Government loans was on the average 4.5 
per cent., while at the same time the price level 


was declining slowly; on the same basis as above 
this would imply a “real” rate of interest for long- 
term Government loans of something close to 6 
per cent. 

The fact that, thanks to a relatively high rate 
of saving, capital formation in Sweden since the 
1920’s has resulted in increasing the stock of cap- 
ital, say, 2—3 times thus does not tell us much 
about the “natural” level of interest. With the 
general economic expansion there has been an 
indeterminate increase in the demand for savings 
and capital. There are many signs to show that 
the techniques in many fields are developing by 
leaps and bounds, and that this is having the ef- 
fect that old plants and machinery are becoming 
obsolete much faster than at the end of the 1920’s. 
This also means a relatively high marginal pro- 
ductivity for new investments. In addition, there 
is a structural maladjustment of the stock of cap- 
ital which has been exposed in the above mentioned 
report on long-term economic development. There 
is severe undercapacity in certain public areas of 
the community’s capital equipment, especially as 
regards dwellings, power stations, roads, schools 
and hospitals. These areas of deficiency represent 
projects which demand large amounts of savings 
and where the periods of investment are long. The 
shortage of capital in these fields is not expressed 
in high yields; rents and electricity rates are kept 
at relatively low levels — a fact that tends to 
accentuate the shortage of capacity — while in 
regard to most other public investments costs and 
returns are not taken into account in the ordinary 
sense. But the necessity of satisfying on an in- 
creased scale the capital-intensive investment re- 
quirements in these fields greatly accentuates the 
capital shortage in other areas of production, 
especially in industry, where there is great need 
for up-to-date technical equipment. 


Scarcity of savings 


Under present conditions, having regard to the 
high degree of employment, the rate of expansion 
in various fields of production, and given the pre- 
vailing pattern of financial and monetary policy, 
the shortage of real capital appears as a heavy 
demand for savings to be used for renewing and 
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increasing the stock of capital. Whether the in- 
vestments which are currently made do produce 
a reduction in the shortage of real capital or not 
depends, among other things, on the size and 
nature of the new capital requirements which are 
created by the dynamics of economic development. 
It is in any case evident that the annual new in- 
vestments in general must be of very limited 
importance in relation to the total stock of capital 
and also to the existing shortage of capital — our 
inability to dispose of the housing shortage during 
the post-war period has strikingly illustrated this 
fact. It is estimated that Sweden’s produced na- 
tional wealth ranges around the figure of 250 
thousand million kronor, so that the value of new 
investments should at present amount to scarcely 
more than 4 per cent. of this figure — and this is 
probably no more than corresponds to the normal 
requirements of new capital needed for an ex- 
pansion of 3 per cent. per year. 

The Government report on long-term develop- 
ment referred to above has shown to what extent 
present investment needs tend to exceed the cur- 
rent supply of savings. The gross savings quota 
has, it is true, risen considerably —- from about 
20 per cent. at the end of the 1920’s to 30 per 
cent. since the War — and the volume of annual 
savings has at least trebled during the same period. 
But the demand for savings for investment pur- 
poses has, under given conditions regarding the 
level of interest rates, taxes, price trends etc., 
clearly risen even more steeply. At the end of the 
1920's there was a potential surplus of savings 
which took the form of capital exports and falling 
prices; during the post-war years, on the other 
hand, there has been a savings deficit, a deficit 
which has resulted in the rationing of bank credits 
and bond issues, a certain import of capital, and 
a continuous rise of prices. 

It is in a way paradoxical that savings should 
have increased so much by comparison with the 
inter-war period, when from many points of view 
the climate was considerably more favourable to 
saving. The high direct taxes on companies and 
individuals since the War, the inflation and the 
generous social policy ought indeed to have di- 
minished, relatively speaking, both the ability and 
the need to save. For various reasons, however, it 
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is not only a question of “‘genuine” net saving. It 
is probable that net capital formation has not risen 
at the same rate as gross saving; the technical 
development and shorter periods of investment 
should have increased depreciation and the need 
for reinvestments. Moreover one can view the 
wage inflation, i. e. the propensity to raise wages 
more rapidly than corresponds to the rise in pro- 
ductivity — as a kind of impatience at waiting for 
the future increase in production that is expected 
to come as a result of full employment and eco- 
nomic expansion. In other words, there is from 
this point of view a high preference for consump- 
tion now before consumption in the future and 
this means too low a propensity to save from the 
community's point of view. We then have the 
paradoxical situation that the stability and the 
expansion of our ftull-employment economy tends 
to keep down the propensity to save — in com- 
parison with the insecure conditions of the 1920’s 
and 1930’s — at the same time as the needs of 
savings for all kinds of investment are augmented. 
The solution of this dilemma has so far been in- 
flation. The deficiency of saving, by way of the 
excess demand for goods and services, has created 
inflationary profits and other inflationary incomes 
that have to a greater extent than other income 
given an extra amount of savings. This kind of 
inflationary saving may be described as “non- 
genuine”’. 

In contrast to the very uneven boom at the end 
of the 1920's, when there were bad times and low 
profits for large sectors of production and a high 
rate of bankruptcies, the post-war period — and 
this applies to the last few years of it as well — 
has been characterized by a much more even 
distribution of the good times. Price competition 
in industry has been and still is considerably less 
keen than in the 1920’s. During the post-war pe- 
riod companies, like small firms and individual 
entrepreneurs, have despite the high taxes been 
able, thanks to the relatively high profits, to fi- 
nance their investments from their own resources 
to a greater extent than previously. But at the 
same time the good prospects of making profits 
which have accompanied rapid expansion, full 
employment and inflation have also implied greatly 
increased investment requirements. Tendencies of 
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a similar kind have occurred in the public sector. 
The volume of investments in that sector has ex- 
panded one and a half times as quickly as invest- 
ment in private enterprise since the beginning of 
the 1930's, and this has meant a roughly parallel 
increase of public savings, since the total surplus 
of expenditure has undergone a relatively modest 
change during this period. But this impressive in- 
crease in public savings is also not quite “genu- 
ine” ; the inflation in incomes and profits has pro- 
duced a rapid increase in tax receipts which, as in 
the private sector, has been accompanied by a 
more or less parallel rise in expenditure for in- 
vestment and consumption. 

We can now ask the question: “If this kind of 
‘non-genuine’ inflationary saving disappeared, 
how great would the shortage of savings then 
be?” The question is obviously unclear, since we 
cannot even define unambiguously this concept 
and even less measure the shortage statistically. 
The meaning of the question is, however, fairly 
clear and, moreover, pedagogically useful. If busi- 
ness profits were reduced to a “normal” non- 
inflated level, say to the same relative level as at 
the end of the 1920’s, if wage inflation ceased and 
Government receipts were stabilized at a corres- 
ponding level, the consequence would probably be 
a not inconsiderable reduction of the supply of 
savings. Investment requirements, as determined 
by technical development, rapid expansion of the 
economy under full employment and the structural 
lack of equilibrium in the stock of capital, would 
not need to fall; however, the extra stimulus to 
investment expenditure coming from an expected 
rise of prices would perhaps be eliminated. The 
conclusion of such hypothetical considerations 
should, under reasonable assumptions, be that in 
the years 1954—56 there was a considerable short- 
age of “genuine”, i. e. non-inflationary, savings; 
the reader will certainly have observed that in 
the above discussion the term “reasonable” must 
to some extent be given a circular definition. 

The outcome of this discussion of the relation 
between investment and saving in Sweden’s post- 
war economy is the not particularly original con- 
clusion that we have been solving, or to be more 
precise, trying to solve the problems of the savings 
shortage by means of an inflationary economic 


policy. The post-war inflationary economic situa- 
tion can perhaps be summarized in the following 
way. The gap between “genuine” saving and the 
actual investment demand has been filled by in- 
flationary saving from various sources at the 
same time as the volume of money circulation and 
the general liquidity was increasing, this being a 
prerequisite for maintaining the low level of in- 
terest rates. But the shortage of capital and savings 
has tended to persist. The combination of high 
taxes, relatively low interest rates (up to July 
1957) and a predominant anticipation of rising 
prices has had as a consequence extremely low 
investment costs when borrowing from banks and 
on the capital market. It is thus not merely a ques- 
tion of a general shortage of savings in the above 
sense but also of a concentration of this shortage 
to the market for fixed loans — with the result 
that in this respect we have achieved a troublesome 
combination of credit rationing and inflation. 
(These questions have been dealt with at length in 
the issue of this Review for October 1956.) The 
capital shortage, with the accompanying distor- 
tions on the credit and capital markets, has also 
meant high but very uneven returns on capital 
investment in industry. All this, of course, greatly 
complicates any assessment of a “natural” level of 
interest rates. 


What is a “natural” level of interest? 


We can venture without more ado on a negative 
conclusion on the basis of the reasoning and ob- 
servations indicated above: an interest level in 
parity with some “natural” rate with claims to 
express some sort of equilibrium in the supply of 
and demand for capital and savings has never 
existed. The long waves in the development of the 
general price level may be taken to denote per- 
sistent deviations from such a level. In Sweden 
interest rates have never been freely determined 
on effectively functioning capital and credit mar- 
kets by internal supply and demand conditions in 
regard to capital and savings. During the period 
before the First World War, as during the greater 
part of the 1920’s, the level of interest rates was 
determined largely by the rules of the gold stand- 
ard. International capital movements were of great 
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importance, with the consequence that variations 
in both interest rates and the price level were 
largely dictated by developments in other coun- 
tries. During the 1930’s — after the depreciation 
of the Swedish krona in September 1931 — the 
development in Sweden was more autonomous but 
the interest level was greatly influenced by special 
circumstances. In particular the marked under- 
valuation of the krona contributed, by causing a 
large inflow of gold and foreign exchange, to 
create an abnormally high liquidity on the money 
market, which forced the long-term rate of in- 
terest down considerably below the three per 
cent. level. Finally, during the cheap-money pe- 
riod after the War the policy of the Riksbank 
aimed at and succeeded in keeping the interest 
rates down at an unnaturally low level. 

If on the basis of these experiences we were to 
try to arrive at some cautious positive conclusions 
concerning the position of a more “natural” in- 
terest level, our reasoning could proceed in the 
following way. The interest rates during the 1920's 
were too high under the conditions prevailing at 
that time both inside and outside Sweden; the re- 
sult was a deflationary pressure and a “‘real” in- 
terest level which was even higher. During the 
post-war period, interest rates were kept too low 
with regard to the prevailing internal and exter- 
nal conditions; the result was inflation and a 
“real” interest level which was absurdly low. One 
can imagine a lowering of the interest level during 
the 1920’s — of course, it could not have been an 
isolated step on the part of Sweden if foreign 
exchange difficulties were to be avoided — in 
such a way that the price level had been stabilized 
and employment raised. And similarly — or is this 
thought even more theoretical? — one can con- 
ceive of the application in the period 1945—54 of 
interest rates so high that inflation would have 
been considerably retarded. The expression “re- 
tarded” and not “‘stopped” should be used, as with 
the aid of monetary policy no more of the exist- 
ing inflation could very well be eliminated than 
that portion corresponding to the excess demand 
for savings; an indeterminate remainder repre- 
sents cost inflation which is bound up with the 
maintenance of a high level of employment. Even 
this simple formulation of hypothetical conclusions 


shows how many connected problems crop up if 
we attempt to interpret the facts of economic 
history in the way intended. Uncertainty in judg- 
ing the distance to an “equilibrium” or “natural” 
interest level is further increased by the fact that 
a reduction of interest rates during the 1920’s 
which would have eliminated price declines and 
expectations of deflation, and a raising of the in- 
terest level in the post-war period which would 
have retarded the inflation considerably and re- 
duced the anticipations of inflation, at the same 
time ought to have the effect of limiting the mag- 
nitude of the change in interest rates required in 
the long run. An interest level of 5 per cent. for 
long-term Government loans may be relatively 
high even in a full-employment economy, if, that 
is to say, expectations of inflation and price rises 
have been effectively eliminated. 

Amid all this uncertainty on the determining 
factors and connections which affect capital for- 
mation and the yield on investments, including all 
the good reasons for our not being able to know 
anything definite about the position of the equilib- 
rium rate of interest, it is nevertheless necessary 
that we should — albeit on insufficient grounds 
— decide on suitable premises if we are to come 
to any judgement as to the appropriateness of the 
prevailing interest level, for example whether it 
is unreasonably high or low. Let us start from the 
assumption that around 4 per cent. would have 
been a “natural” level of the yield for long-term 
Government loans at the end of the 1920’s, that is 
to say during the period when we seemed to be 
fairly close to equilibrium in a relatively free cap- 
ital market. What reason is there for a lower or 
higher level under present conditions? 

The reasoning in the previous section gives us 
good cause, in my opinion, to believe that a “‘nat- 
ural” level — in the sense indicated above — 
would be higher, and perhaps considerably higher, 
than the 4 per cent. of the 1920’s. This conclusion 
is based, as pointed out above, not only on the 
analysis of the potential shortage of savings; even 
with equilibrium on the capital market between 
saving and investment there may be realistic ex- 
pectations of a persistent cost inflation which 
justifies a higher rate of interest than otherwise 
would be the case. But we have no means of judg- 
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ing how much higher such an equilibrium rate of 
interest would be. It should be emphasized that 
the shortage of savings discussed above in a sit- 
uation without inflation is hypothetical in a num- 
ber of respects. It was simply assumed that infla- 
tionary saving was eliminated. If this were to be 
done by, for example, a more severe fiscal policy 
which reduced private expenditure for consump- 
tion or investment or their rate of increase in a 
sufficient degree, it would theoretically be pos- 
sible to reach equilibrium at practically any in- 
terest level. The problem here, however, is of dis- 
cussing, in the light of the prevailing policy of 
taxation and public expenditure, the level of in- 
terest which would appear “natural” in an equi- 
librium sense after inflation had disappeared. This 
is a long-term problem which should be kept sepa- 
rate from the short-run problem of whether or to 
what extent it is possible to eliminate the actual 
trend of inflation with the aid of a monetary pol- 
icy with higher interest rates. 


Perspectives of monetary policy 


It follows from the above reasoning that mone- 
tary policy must become more severe and interest 
rates be raised above the “natural” long-term level 
if inflationary tendencies are to be effectively 
checked. With this we come to the much discussed 
question of the efficiency of monetary policy as a 
weapon against inflation. I shall here, by way of 
conclusion, confine myself to some points closely 
connected with the perspectives set forth in the 
first section of this article. 

From the conclusion that the long-term rate of 
interest has been too low during the post-war 
period and probably also during the period im- 
mediately before the latest raising of the rates, 
it does not follow that the recent tightening up of 
monetary policy would effectively check the in- 
flationary tendency. From the short-term point of 
view the interest-rate policy has proved to be a 
rather ineffective means. The latest American in- 
vestigations, using econometric techniques, have 
pointed to a time-lag of about a year between a 
change in interest rates and its perceptible effect 
on investment. During such a period, other events 
may have time to work in an inflationary direc- 


tion and the capital market may anticipate that a 
new raising of interest rates will be necessary. 
Anticipations of further steps to tighten up mone- 
tary policy tend to produce an acceleration of in- 
vestment activity and a more rapid circulation of 
money ; the inflationary tendencies may temporar- 
ily even be stimulated and the total effect of a 
number of situations of this kind may be a position 
where the raised interest rates appear relatively as 
much below the “equilibrium” level as in the orig- 
inal position. Such a tragic result may, of course, 
easily be brought about with the aid of an expan- 
sive fiscal policy. 

Public expenditures in themselves are very in- 
sensitive to interest rates. If politically undesirable 
effects on rents and prices and on income distri- 
bution of the raising of interest rates are largely 
eliminated and if investment expenditures for 
municipalities, housing and power stations become 
easier to finance thanks to the higher interest 
rates, while at the same time the effects in other 
sectors of production are small or non-existent in 
the short run, then it is easy to picture a situation 
where the prevailing relatively high interest level, 
which may lie above the “natural” long-term level, 
does not prevent continued inflation. In Sweden 
as in other countries a tightening up of credit 
policy tends to bring about an increase in the 
velocity of circulation of money. It is true that a 
raising of interest rates makes possible a reduc- 
tion of liquidity — this, of course, is considered 
to be an important aspect of a tighter monetary 
policy — but, on the other hand, there occurs a 
mobilization of financial resources, as a result, 
among other things, of the more efficient func- 
tioning of the money and credit markets. All these 
factors make it possible that the raising of interest 
rates, though in itself a rational measure, also 
from the point of view of creating a more ef- 
ficient functioning of the capital and credit mar- 
kets, will turn out to be a rather ineffective and 
thus unnecessarily irritating policy. A develop- 
ment of the type here outlined would result in a 
bankruptcy for the policy of flexible interest rates 
and we might quickly be ushered into a new 
period of fixed interest rates. 

On the basis of this picture of possible bad re- 
sults which might arise even with a relatively small 
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measure of clumsiness in handling monetary poli- 
cy, I will state some conditions for success in 
a policy of high interest rates. I have in the fore- 
going section indicated reasons why we should 
reckon with a comparatively high level of interest 
rates as being “natural” in a rapidly progressing 
economy characterized by full employment. As 
pointed out before, however, the expression “nat- 
ural” presupposes a number of conditions. In 
the first place it is necessary to exercise patience 
with regard to the magnitude of the effect of the 
rise of interest rates and as to the time of its 
arrival. Reliance must not be placed on raising 
interest rates as the only remedy, but the good 
effects must be supported by a restrictive econom- 
ic policy in general. The risk of increased velo- 
city of circulation of money must be countered by 
market operations and sufficiently strict liquidity 
regulations for the banks. Some degree of credit 
rationing will still be necessary. But a transition 
from a low “ceiling on the level of lending from 
the commercial banks” to a strict liquidity regula- 
tion may be regarded as a modest step on the way 
to the efficient functioning of the credit market 
which would be achieved if the interest level 
could be held near its equilibrium position with- 
out inflation. 

Great importance must be attached to the ex- 
pectations on the credit and capital markets. Mone- 
tary policy in the short run becomes largely a 
game played on the anticipations of future in- 
terest rates held by businessmen, institutions and 
private individuals both as savers and as investors. 
It is a question of creating, in the prevailing sit- 
uation, expectations which strengthen the ef- 
ficiency of the monetary policy. This should mean 
that there should not arise any general expecta- 
tion of a new rise of the interest rates; the rates 
should rather be expected to be lowered after 
a reasonable time. Such a type of anticipation 
implies in fact the expectation that the new turn 
given to monetary policy during the summer of 
1957 will be so successful that a relaxation in the 
present stringency of credit policy will be possible 
in due course. As pointed out above, it is possible 
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that the rate of interest has not been brought up 
sufficiently high above the “natural” level. In such 
a case, it will be necessary to supplement the meas- 
ure by a sufficiently restrictive fiscal policy so 
that a situation of this kind is created. However, 
as will have appeared from the above discussion 
of the “natural” level of interest rates, we lack 
satisfactory criteria for judging this level. We 
must probe our way forwards: it is as simple as 
that. 

Finally, it should be pointed out that the effect 
of the high rate of interest is a function of how 
and to what extent the repercussions are allowed 
to express themselves in the formation of prices 
and consequent changes of demand. If these reper- 
cussions of the higher interest rates are eliminated, 
in areas specially sensitive to interest rates, by 
controls and subsidies, the anti-inflationary ef- 
fects of the tightened monetary policy will be 
severely limited. The effects of a rise in interest 
rates on short-term investments and on savings is, 
as has often been pointed out, of limited impor- 
tance. If instead the prices of goods and ser- 
vices which require a relatively large amount of 
capital — and this not only refers to housing and 
electric power — get the full impact. of the cost- 
raising effect of the high interest rates, the direc- 
tion of demand will be gradually affected and cap- 
ital resources freed for areas of capital formation 
with high returns and short investment periods. As 
a consequence the rate of saving may increase. A 
successful tight-money policy — viewed over a 
reasonable period — need not have a depressing 
effect on total investments of the community, but 
it should influence the distribution of available 
savings among various fields of investment. It is 
obvious that the type of good effects here discus- 
sed of an effective monetary policy refer to devel- 
opments in the long run and are of course partic- 
ularly difficult to assess. Considering how im- 
portant it is that effects of this type should be 
achieved, economic policy should also be directed 
to making the pricing mechanism work more ef- 
ficiently and raising the mobility of the savings 
resources on the capital market. 
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THE SWEDISH NATIONAL BUDGET 


”A tenth anniversary” 


BY DR. INGVAR OHLSSON, THE MINISTRY OF FINANCE, STOCKHOLM 


Together with the state budget, which is sub- 
mitted to the Riksdag in January every year, a 
national budget, or Economic Survey, is custom- 
arily presented. This national budget is nowadays 
the result of a couple of months’ intensive work 
in the Economic Section of the Ministry of 
Finance, with the assistance of experts from vari- 
ous authorities such as the Labour Market Board, 
the National Board of Trade, the National Insti- 
tute of Economic Research (konjunkturinstitutet) 
and the Office of Public Accounts. For some 
years — at present, regularly — revised national 
budgets have been presented at the end of April 
in connection with the revised state budget, which 
contains the final proposals for a budget on 
government incomes and expenditures during the 
coming fiscal year. The national budgets are also 
published (with a summary in English) in series 
B of Reports from the National Institute of 
Economic Research (Meddelanden fran konjunk- 
turinstitutet). 

The contents of the national budget can be 
described as a discussion of the general economic 
development in the coming year, so far as this 
can be estimated on the basis of the preliminary 
national economic accounts for the calendar year 
just ended. It can also be said to show the expected 
results of the economic policy that is presented 
simultaneously with it in the state budget. The 
quantitative part of the discussion takes the form 
of a balance of resources for the coming year, 
i. e. a table showing the expected total supply of 
goods and services within the country, and the 
use of these for different purposes. In the table 
below is shown, as an example, a balance of 
resources for 1957, as it appears in the revised 
national budget for that year. 


The estimated balance of resources is based on 
the preliminary survey of the previous year’s 
development, compiled in the Institute of Eco- 
nomic Research — the availability of material on 
the national accounts for the previous year is a 
precondition for the work on the national budget. 
Besides this, statistical material is received from 
a number of government bodies concerning both 
the past and the coming year — the latter fre- 
quently in the form of statistics on plans. 


Estimated Balance of Resources for 1957 


Million kronor at 1956 prices 


Change 
1956 1957 1956—1957 

Supply Million kr. Per cent. 
Production) %) si s1 sus 52,700 54,100 + 1,400 +3 
IDOLS ie a aoe, se> coals 11,459 11,750 + 300 423 

Total Supplies 64,150 65,850 + 1,700 S tes: 
Use 
Private investments 9,050 9,300 + 250 ates 
Public investments . . 6,550 6,950 + 400 +6 
Increase in stocks . . 750 250 — | Soo 
xports:/ im au aces 11,230 11,950 + 700 +6 
Private consumption 30,150 30,650 + 500 cae 
Public consumption 6,400 6,750 + 350 7s 

Total Use 64,150 65,850 + 1,700 = oi 


The first national budget in Sweden was pre- 
pared for the year 1948. Thus it can be said that 
the national budget celebrates its tenth anniversary 
this year. Thepast decade has been a very event- 
ful one from an economic point of view, and this 
has been reflected in the work on the national 
budgets. Although the form and technique have 
changed in some respects, the disposition of the 
national budgets is nevertheless still largely based 
on the 1948 model. The aim of this article is to 
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attempt to give a brief account of the scope and 
the development of the work on the national bud- 
gets. 


The administrative framework 


Before the 1930s the government finances were 
discussed in the state budget, roughly speaking, 
without any direct connection with the general 
economic development. During the depression of 
the 1930s, however, there began a new phase of 
economic policy, in which fiscal policy came to 
play a much greater role as an active instrument 
of counter-cyclical policy. Because of this there 
was also an increase in the demand for general 
economic information, and so in 1937 there was 
founded the National Institute of Economic Re- 
search with the task of surveying and analysing 
economic developments.t Until the end of the 
1940s judgements in the state budgets on the 
general economic situation were based on the in- 
vestigations conducted within the Institute of 
Economic Research. 

Immediately after the war, when there were 
great shortages in all sectors — of raw materials, 
labour, goods etc. — and the use of the available 
resources was to a considerable extent centrally 
administered, the analysis of economic develop- 
ment came to depend to a large extent on informa- 
tion from various authorities about their plans 
(plans for imports, for the issue of building li- 
cences, etc.). It was therefore considered suitable 
to establish a closer link between economic fore- 
casts and the shaping of general economic policy, 
which had to take place within the government 
ministries. This led to the establishment of the 
national budget delegation in 1947. This delega- 
tion, which became a forum for the discussion of 
future economic development, had as its task to 
summarise its judgements of the future in an eco- 
nomic survey for the coming year. 

The idea of making national budgets in Sweden 
had certainly been inspired by similar work in a 
number of other countries. An ambitious scheme 
of this type had been started, for instance, in the 


' See the article by Professor Bent Hansen in the previouS 
issue of the Quarterly Review. 


neighbour country, Norway. The method which 
was to distinguish the work on economic forecasts 
in Sweden had not, however, been inspired to any 
great extent by other countries. It was the ’in- 
flationary gap calculations’ — i. e. calculation of 
the strain ex ante between demand and supply —, 
previously developed by the Institute of Eco- 
nomic Research, that came to serve as a model 
for the national budget work. Calculations of this 
type had been carried out within the Institute for 
the first time in 1943. It may, however, be men- 
tioned that the surveys which the national budget 
delegations produced bore a considerable resem- 
blance to the British ‘Economic Surveys’ of that 
time. 

The national budget delegation comprised origi- 
nally five members from the government ad- 
ministration, under the chairmanship of Karin 
Kock, then a cabinet minister, and to it were 
attached a number of experts from various or- 
ganisations and authorities; the delegation was 
enlarged in the course of the years by the addition 
of new members. The first result of the work of 
the delegation was presented together with the 
budget proposals for 1948/49 in the form of a 
calculation of excess demand with the title ‘Dis- 
cussion of the problem of economic balance for 
the year 1948’. In the spring of 1948 the first 
more complete economic survey for the coming 
year was published. The word ‘national budget’, as 
title for the results of this work, was first used 
in the survey for 1950. In the same year the na- 
tional budget office was linked to the Ministry of 
Finance. 

In 1954 three new organs, of some significance 
for the national budget work, were established : 
a co-ordinating committee for discussions about 
economic policy, a board for the planning of 
measures for economic stabilisation, and a research 
council. The research council, which consisted of 
representatives of various economic research insti- 
tutes within the government administration and 
economic life! had the task of discussing the na- 
tional budget, in an advisory capacity, while work 

1 The directors of the Industrial Research Institute, the 
Agricultural Research Institute, the National Institute of Econ- 
omic Research, the Research Department of the Confedera- 


tion of Trade Unions, and the Research Department of the 
Central Organisation of Salaried Employees, 
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on it was in progress. The national budget office 
had to act as an office for the stabilisation board 
as well. The co-ordinating committee, which con- 
sisted of leading men within the administration, 
and in whose deliberations members of the gov- 
ernment took part, was to be a forum for eco- 
nomic discussions and was to approve the na- 
tional budget. 

The co-ordinating committee and the stabilisa- 
tion board were abolished in 1956. There remains, 
however, the research council to discuss the na- 
tional budget while work on it is in progress. As 
before, the members of the council have no re- 
sponsibility for the final shape of the national 
budget. On the 1st July, 1957, the national budget 
office was changed into an economic section 
within the Ministry of Finance. 


The content of the national budget work 


The most important use of the national budget 
work is, of course, as an aid to economic policy. 
As an instrument for this purpose the national 
budget work can, in principle, be given the tasks 
of prognosticating developments with a given eco- 
nomic policy, and of suggesting what various 
combinations of political means can be used to 
reach a given desired economic position. 

It is quite obvious that it is important to obtain 
a picture of the economic situation and of the ef- 
fects of a policy, when economic policy is being 
formed. In the national budget work an attempt 
is made to set forth the tendencies in the eco- 
nomic development against the background of the 
economic policy being pursued. Such work can be 
of use in every country where there is an eco- 
nomic policy, regardless of the degree of state 
control of economic life. But the greater the 
amount of direct regulation in the economy, the 
greater can be the additional task for the national 
budget work of acting as an instrument co-or- 
dinating economic policy. In such cases the budget 
has much the same duties as the budget within a 
firm. This co-ordinating duty has sometimes been 
regarded as having an important use in the 
Norwegian national budget. 

When an attempt is made, starting out from the 


current situation and working from certain given 
hypotheses, to estimate the economic situation 
for the coming year, this can be regarded as a 
prognosis. It is a national prognosis — contingent 
upon the economic policy that is pursued. The 
concept of a national budget seems most suitable 
when the prognosis is made available to those 
responsible for the economic policy. The term 
budget in its present meaning ought to be pre- 
sumed to imply an independently working body. 
Thus the national budget would be interpreted as 
a prognosis accepted by the authorities, as some- 
thing similar to a programme. 

Let us look, however, at the national budget as 
it is presented in Sweden. This aims at giving a 
picture of economic development regarded, among 
other things, as the effect of the economic policy 
adopted. The conclusions put forward in the na- 
tional budget do not, therefore — if a suitable 
reliability can be attributed to them —, strive 
against the intentions of economic policy, looked 
at in the light of what methods of economic poli- 
cy it is considered possible to use. This is not to 
say that the various figures in the national budget 
make up a programme. Certain figures represent 
perhaps a programme (e. g. the target for the 
regulated investment activity), while other figures 
might be considerably changed without involving 
any change in economic policy — the possibilities 
of directing economic development by economic 
policy are, of course, limited in a society of the 
Swedish type. 


National budget technique in the first years 


The quantitative part of the national budget 
work consisted originally of two sections. The 
first was a calculation of the excess demand, or 
inflationary gap, as it was at first called. The 
other showed how the available resources (pro- 
duction and imports) were expected to be dis- 
tributed among the various categories of use (in- 
vestment, consumption and exports). There was 
a close connection between the working out of 
these two calculations. The second could be said 
to be a by-product of the first. The discussion of 
the tendencies in developments in the various 
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sectors took place largely with reference to the 
building up of these calculations, although this 
discussion was probably of greater interest and 
value than the precise figures themselves. 

The calculation of the excess demand took place 
in the following way. The basis was a calculation 
of production. With the strong pressure of de- 
mand then prevailing it was assumed that full 
employment and “maximum” production could be 
counted on except in so far as bottle-necks for 
fuel and raw materials hampered production pos- 
sibilities; the production calculations were based 
to a large extent on previous experience of de- 
velopments in production. After the gross national 
product for the coming year had been determined, 
this was corrected for exports and imports. As 
long as the major part of imports were subject 
to regulation this correction could be done accord- 
ing to a definite scheme. Exports were estimated 
independently, and after this a calculation could 
be made of the imports of goods that should result 
from the plans of the import regulations. 

When total resources, i. e. production plus im- 
ports, had been calculated at fixed prices and 
exports subtracted, the remaining resources had 
to be divided between gross investment (private 
and public) and public consumption. For invest- 
ments and public consumption statistics on plans 
for the coming year were available. Then, after a 
correction had been made for expected changes 
in stocks (in some sense), the remainder was left 
for private consumption. Thus the calculation 
showed how much was left for private consump- 
tion after the other sectors had obtained their 
share — on the assumption that development took 
place according to the existing plans in the various 
sectors. This was the supply side in the infla- 
tionary gap calculation. 

By investigating the probable development of 
personal incomes, taxes and savings, an estimate 
of the probable demand for consumption goods at 
given prices could also be obtained. The difference 
between this demand and the supply calculated as 
above gave a measure of the excess demand. 

To the extent that there was an excess demand, 
if the economic policy was not changed, demand 
and supply would have to be adjusted to each 
other during the course of the year. Some aspects 
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of this adjustment were touched on in the earlier 
national budgets, and the final result of this type 
of national budget analysis was a table of the 
balance of real resources and their distribution. 

Thus this earlier national budget work was 
characterised by the fact that the different items 
in the balance of resources were estimated fairly 
independently of each other. The various items 
were obtained from different authorities. Thus 
the task of the national budget could be said to 
be to investigate how the plans of the various 
authorities fitted together. The national budget 
work did not, however, imply any decisions on 
priorities in the use of available resources. Another 
characteristic was the assumption of full employ- 
ment and a fixed price level in the calculation of 
the excess demand (and of the distribution of 
resources ). 


Later national budget technique 


When the strong pressure of demand of the 
immediate post-war years relaxed, and other moods 
of economic activity were experienced, the meth- 
ods of national budget calculation were also 
changed to a certain extent. For instance, when, 
immediately after the Korea inflation, the eco- 
nomic situation in Sweden, as in many other 
countries, was marked by a certain degree of 
stagnation, the national product could no longer 
be calculated independently. Production became 
more dependent on the development of demand, 
and had to be looked at in relation to the other 
items in the balance of resources. The calculations 
of the excess demand gradually diminished in 
significance, and forecasts of price developments 
came to be included in the calculations. 

The tendency in the past decade has been, 
broadly speaking, for the number of direct con- 
trols in the economy to diminish. This has led to 
some technical difficulties in the national budget 
work. As long as regulations were used to cut off 
a part of the excessive pressure of demand, the 
plans of the regulating authorities could be in- 
serted in the calculations in these areas. Now, 
however, many of these items have to be deter- 
mined simultaneously with other items, since they 
affect one another mutually. A most important 
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example of this is imports, which have to be esti- 
mated, after liberalisation, in connection with the 
prognoses on internal production and demand. 
Another, and more topical, example are the agri- 
cultural prices, which were previously determined 
annually by direct regulation, but which have since 
1956 been allowed to fluctuate within certain 
limits. 

In the present situation we can say that ex- 
ports, the terms of trade with other countries, 
investment and public consumption are determined 
with a certain degree of independence from each 
other and from the other items of the balance of 
resources, The national product, consumption, 
imports and changes in stocks, on the other hand, 
exercise an influence on each other. These are so 
intimately linked by various connections that they 
cannot be estimated independently apart from each 
other. It is clear that investments, too, considered 
over a period of a year, are not independent of 
the general economic development and should also 
be estimated within the system. Behind the esti- 
mates of consumption lie assumptions about in- 
comes, taxes, prices and personal savings, which 
more or less are included in the general independ- 
ence of the system. 

The national budget work does not build on a 
fixed technical model of economic development. 
We could say that it is done by successive adjust- 
ments of the various items to one another, after 
various external factors of significance for their 
development have been taken into consideration. 
It is a process of trial and error. Some prognoses 
are worked out in fairly great detail, eg. those 
for exports, imports and investments. At present 
an attempt is being made to discuss the develop- 
ment of production and prices, too, in greater 
detail, whereas consumption is only estimated in 
total, without differentiating between the various 
types of consumption expenditure. 

The possibility of making an estimate of future 
developments of the type represented by the 
Swedish national budget depends largely, of 
course, on the statistical material available. From 
a statistical point of view changes in stocks are 
the most fallible point in the national budget 
work, and prognoses in this area must at present 
be regarded as little more than informed guesses. 


When the preliminary national budget is drawn 
up at the end of the year no precise information 
is available on changes in stocks during the past 
year. Knowledge of the previous year’s develop- 
ments is of especial importance in the case of 
stock changes. If a considerable increase in stocks 
has taken place in the previous year, there can be 
more room for an increase of consumer and capi- 
tal expenditure than if there had been no such 
increase in stocks. This factor plays a not unim- 
portant role, since variations in stocks have been 
very considerable in several post-war years. In- 
creases in stocks corresponding to about two per 
cent. of the national product have not been un- 
usual. 

Another sector worth mentioning in this con- 
nection is personal saving. Although marginal 
saving (i. e. the proportion that is saved out of an 
increase in income) has been fairly constant over 
the post-war period according to the calculations 
of the National Institute of Economic Research, 
there have been not insignificant variations from 
year to year. It is very difficult to estimate in 
advance these marginal fluctuations, which are of 
such significance for the judging of probable 
developments of consumption. 

There is some ground for hope that these two 
statistical gaps will be somewhat narrowed in the 
future. The Board of Trade is to investigate the 
possibility of obtaining quarterly statistics on 
stocks, and an extensive study, conducted by inter- 
views, of household savings is being made in the 
Institute of Economic Research. 


The budget and actual developments 


It may be of interest to compare the figures in 
the national budgets with the actual developments 
as shown in the later statistics. Divergences be- 
tween them can, however, be due to a number of 
different causes, so that interpretation of them is 
a complicated matter. Some of the most important 
causes will be discussed below. In the table there 
are shown percentage changes in the various items 
of the balance of resources, first according to the 
most recent national budgets, then as they actually 
occurred. The table deals with the last three years, 
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in which the national budget adopted a more 
definite form of prognosis.1 

One of the possible causes of divergences be- 
tween budget and outcome is the occurrence of 
unpredictable events. Here several factors may 
play a part, none of which is of particular signif- 
icance on its own. It may be a change in eco- 
nomic policy in other countries that affects ex- 
port prospects, or abnormal weather conditions 
with consequent effects on agriculture and foreign 
trade. A typical case of this type occurred in the 
outcome of the 1950 budget. It was impossible 
then to foresee the outbreak of the Korean war. 
This led naturally enough to considerable devia- 
tions from estimates of exports and imports. 

Errors in the primary statistical material repre- 
sent another cause of divergences. A typical 
example of this can be found in the immediate 
post-war period, when the national budget figures 
for increases in production were very low. 

When the calculations of the national product 
for these years were revised and improved, new 
statistics gradually appeared showing a consider- 
ably greater increase in the national product than 
had previously been supposed. Such mistakes can 
be avoided to the extent that the preliminary basic 
calculations for previous years can be improved. 
The division of the prognosis into the different 
sectors of the economy has certainly improved the 
results of the estimates of future national prod- 
ucts. 

A third cause of divergences lies in the very 
caution of the prognoses. This is an aspect of 
human nature which has been observed in many 
countries where similar work of prognostication 
is carried on. There is a hesitation to predict very 
great changes from the preceding year. It is also 
an apparent characteristic of the Swedish national 
budget work that the force of the expansion of 
foreign trade has frequently been underesti- 
mated, both on the export and on the import side. 
Mistakes in the calculation of the balance of trade, 
however, have not been of the same order of size. 
This is shown to some extent in the figures below, 
which show the budget and the actual outcome 

1 One reservation must be made concerning prices. The 
ex post figures are calculated at 1954 prices, while the budget 


for any given year is worked outin the prices of the previous 
year. Some divergences may be due to this factor. 


for the balance of payments on current account 
for the years 1954—1956: 


Million kronor 


1954 1955 1956 
Bid Gets) <0 ice shes ea as re 1o — 150) — 440 
Quttomewas, a) a,c: ss — 170 = 410 — 160 


The divergences may seem great, but behind 
these figures lie the estimates for such large items 
as the volume of exports and imports and develop- 
ments of the terms of trade. 

A fourth reason for divergences between budget 
and outcome lies in the technique of prognostica- 
tion itself. It is difficult here to point to specific 
causes of divergences, but one example is the dif- 
ficulty of foreseeing cyclical turning points. Typi- 
cal of this is an underestimation of the increase 
in exports, investments and production in 1953, 
when there was an upwards turn in economic 
activity. Estimates of consumption, similarly, have 
often been unsatisfactory because of the difficulty 
of predicting variations in the propensity to save. 
On the other hand, items that are not directly 
affected by the general climate of economic activi- 
ty, such as public consumption, are easier to esti- 
mate. Public consumption, for which statistics on 
plans are available, has increased fairly steadily 
from year to year, and the forecasts here have 
turned out fairly well. 

We should mention again in this connection 
that the various items in the national budget are 
linked together. For one thing, there must be 
correspondence between the supply and demand 
sides. For another, as was mentioned previously, 
there are certain many-sided connections which 
cannot be expressed precisely but which lie 
behind the prognoses. This means that a mistake 
in one item of the balance of resources which is 
intimately connected with other items will lead to 
mistakes in these also. Thus a mistake in the 
estimation of independent items such as invest- 
ments and exports can lead to wrong conclusions 
concerning all the other items, without involving 
any mistake in the technique of prognosticating 
pendent items play a large part in accounting for 
these. Some Norwegian investigations suggest 
that divergences in the prognosis of these inde- 
divergences in the others. 

It is important to stress in summing up that 
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National budget outcome, 1954—1956 


Percentages 
B = Budget RB = Revised budget O = Outcome 


1953—1954 1954 —1955 7 1955—1956 

Supply B oO RB O B RB oO 
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divergences between budget and actual develop- 
ments may have several different causes. They 
may be due to weaknesses in the technique of 
prognosis and its statistical base, but they can also 
be due to the occurrence of unpredictable events 
that affect the developments. In the former case 
we should of course consider whether the statisti- 
cal material and technique of prognosis can be 
improved. An investigation of the causes of di- 
vergences might give some indication of the points 
where improvements are most needed. In the latter 
case, however, divergences between budget and 
actual outcome do not show that the prognosis 
was incorrect, starting out from the conditions 
prevailing at the time at which it was made. The 
uncertainty about the future that is revealed in 
such cases should, however, be taken into account 
as an important factor in the planning and imple- 
mentation of economic policy. 

It should finally be pointed out that the “‘actual 
development” with which we compare the national 
budget figures should not be regarded simply as a 
‘true reality’. The outcome registered by the help 
of national accounting is built up from statistics 
with all degrees of uncertainties, and the methods 
used depend partly on hypotheses that cannot be 
verified. It must be admitted that in the case of 
the balance of resources prognosis and ‘actual out- 
come’ are linked by the technique of calculation. 


Concluding Remarks 


It is obvious that we cannot, at present, make 
exact forecasts one year ahead on the basis of an 
economic model. This is true both of the externally 


determined items and of the items determined 
internally within the model. The aim now must 
be to improve the methods of prognosis and the 
economic statistics. There are probably many 
tasks in this field that should yield a high margin- 
al return. One such task is to expand the national 
budget method to include a more complete system 
of national accounts. Behind the balance of re- 
sources lie the incomes and expenditures in the 
different sectors of the economy, closer study of 
which might be rewarding. 

The credit market statistics come into the pic- 
ture in this connection. An attempt is at present 
being made in many countries to expand the 
national accounts to include transactions on the 
credit market. This should certainly be of great 
use for the economic discussion on the connection 
between real economic problems and those of the 
credit market. The connection between these two 
spheres should be able to be made clearer than it 
is at present. 

Whatever improvements may be made in these 
respects, it seems unavoidable that quantitatively 
precise predictions of the future a year in ad- 
vance, in an economy of the Swedish type, should 
be subject to a considerable margin of error. The 
quantitatively precise estimates should be used at 
first hand to serve as a basis for the general eco- 
nomic discussion. 

This leads us on to the question of time. A year 
is rather a long period to survey when drawing 
up a national budget. The reason for the choice 
of a period of a year is that many plans in the 
economy are drawn up for this period. This is 
true of the plans of the local authorities and of 
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the state, and also to a certain extent of invest- 
ment plans within industry. Also wage agreements 
are reached for a period of at least a year. Thus 
there are many data that point to the decision to 
draw up a national budget for one year forward. 
Besides, it is important from the point of view of 
economic policy that the national budget should 
cover a period of a year. The national budget 
prognosis should really rather cover 1 1/2 years. 
The state budget and fiscal policy are largely 
fixed for the coming state budget year, which 
begins half way through the calendar year. 
Actually the course of events in many parts of 
the economy is bound by plans for considerably 
longer periods than one year. The lack of co- 
ordinating study of plans and tendencies over a 
longer period can easily lead to a far too one- 
sided concentration of economic discussion on 
short term problems. Day to day economic deci- 
sions, on the political plane as well as within a 
firm, often lay the foundations of future eco- 
nomic development over a longer period. The 
recently published investigation into long term 
tendencies of the Swedish economy shows how 
many long term economic problems require solu- 
tion in the near future. In the discussion on the 
investigation into long term tendencies for the 
period 1955—1960 it was clear that the idea of 
continuous long term economic planning was ac- 
ceptable to many of the parties concerned. The 
need for a link between the annual national budget 
and a continuous long term plan is obvious. 
With regard to the uncertainty in the prognoses 


we may also discuss the form in which the na- 
tional budget should be presented. As we have 
said before, considering the extent of the area 
now covered by the state budget and the impor- 
tance of the part it plays as an instrument of eco- 
nomic policy, it has to be presented against the 
background of an estimate of the probable course 
of the general economic development. Whether 
this estimate should be presented verbally or, as 
in the national budget, in figures, is open to dis- 
cussion, Another less ambitious method would be 
to present several alternative courses of develop- 
ment, although this might sometimes be mislead- 
ing. The fact that the methods of prognosis, their 
statistical base and the development itself are not 
such as would enable exact prognoses to be made 
does not remove the need for a precise quantitative 
account of the potential economic development 
according to the methods included in the technique 
of national budgeting. 

We shall not attempt to come to any conclusions 
as to what significance the national budget work 
has had for the planning of economic policy in 
Sweden. It should merely be stressed that the 
national budgets have in any case been of peda- 
gogical value. They have encouraged people to 
look at real economic problems as a whole, from 
the point of view of the balance of resources. It 
seems to be important for reasoning on economic 
subjects that problems should be thought out 
within the frame of a general economic system, 
and the work on national accounting will gradually 
open up further pedagogical possibilities. 
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FOREIGN TRADE AND ECONOMIC GROWTH 


BY K. M. SAVOS NICK, STOCKHOLM 


I 


The intelligent man who to-day picks up a 
learned journal in Economics hoping that he may 
cheat his way through the jungle of mathematics 
by skipping the formulae and by reading only the 
rare pieces of literary prose in between (and the 
conclusions, of course) will as often as not find 
that he is none the wiser for his efforts. The 
distance between the specialists and the intelligent 
public is to-day as great as ever in Economics. 
Still, however, some elementary problems can be 
expressed in the language of ordinary mortals 
and if one does not expect too much exactness 
even a purely verbal exposition can still give some 
indication of how the problems can be analyzed. 

Take as an example a question which is very 
important to a small country like Sweden: many 
people worry about the rate of economic growth, 
not because they think it is too slow absolutely 
but because it appears to be slower than in some 
other countries with which we compete in interna- 
tional trade. Many people appear to fear that a 
slow rate of economic growth, i. e. a slow general 
productivity increase, carries with it great risks 
for the economic stability and the living standards 
in the laggard country. “It is not enough for 
productivity to increase, because if it does not 
increase fast enough we will be squeezed out from 
the export markets and be drowned by cheaper 
imports than our competing domestic industries 
can produce”. This is a fairly common notion. Is 
it groundless? Are there reasons to suppose that 
the countries which are not among the foremost 
in the productivity race will for that very reason 
find themselves in balance of payments diffi- 
culties which ultimately may result in stagnation 
and perhaps a sinking standard of living? 

One thing is certain and that is that if produc- 
tivity in general in our country increases fairly 


slowly, and if terms of trade for some reason or 
other should deteriorate, the real standard of 
living may very easily fall in spite of more goods 
being produced. If a deterioration in terms of 
trade is taken for granted then obviously the risk 
of a falling standard of living is greater the smal- 
ler the increase in productivity is, other things 
being equal. It may also be true that terms of 
trade for any particular country are much more 
likely to change one way or the other, if competing 
countries have a very rapid economic growth than 
if their economic growth is small. Economic 
growth in a country does not just mean that it 
becomes richer, but also that its structure both of 
demand and production undergoes changes, and 
these changes are in the long run likely to affect 
both its demand for imports and its supply of 
exports anc the prices of internationally traded 
goods, in other words its terms of trade. Thus, the 
more rapid economic growth one expects for 
Western Europe as a whole for example, the 
more likely are also changes in demand, supply 
and prices of internationally traded goods. For 
any particular country this might mean a wors- 
ening or an improvement of its terms of trade, 
depending upon the nature of its imports and 
exports. And if this particular country has a 
slower economic growth than most of the others 
these changes in its terms of trade may on balance 
be far more important for its living standard than 
is the effect of its own internal growth. There- 
fore, one cannot rule out the possibility that rela- 
tively slow growth in one country compared to 
others may result in falling living standard. 


II 


However, it is quite possible that the result of 
economic growth in other countries is that terms 
of trade of a particular country may improve. 
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Therefore, even if the rate of increase in produc- 
tivity in this particular country is relatively slow, 
the real income or living standards of the country 
in question may nevertheless improve quite rapid- 
ly. The position of such a country might be 
compared to that of certain categories of workers 
in a progressing community: even if improve- 
ments in their productivity are very small, they 
may nevertheless enjoy rising living standards 
because their services are better paid than before. 
And that in turn, may be due to the fact that when 
other people improve upon their productivity and 
become so much richer, there is an increase in 
the demand for the goods and services produced 
by the laggards. In the same way a country with 
slow economic progress may benefit from the fact 
that other countries undergo a rapid development 
and become so much richer. But no generalised 
conclusions can be drawn from the foregoing dis- 
cussion. The only thing that can be stated with 
some certainty is that a country with a relatively 
slow productivity increase is likely to experience 
a rather slow improvement in the standard of 
living — and that is a rather meagre conclusion. 
In addition it may perhaps also be said that in 
the Jong run, even a slow rate of productivity 
increase is likely to be more important than 
changes in a country’s terms of trade. But the 
shorter the period, the greater is the probability 
that a temporary deterioration in the terms of 
trade will occur, which will outweigh the positive 
effects of internal economic growth, so that real 
incomes and living standards for a while may 
fall. Therefore, relatively slow growth may mean 
economic instability. 


Il 


We now come to some of the other aspects of 
the problem of relatively slow economic growth 
in one country compared to some other countries. 
First of all there is of course the problem which 
worries people who are thinking in terms of war 
and defence: the richer a country is, and the 
more rapid its economic growth, the greater is 
also the supposed margin which can be used for 
military and defence purposes in case of an 
emergency. But if one disregards this special 


aspect of international differences in economic 
growth, which undoubtedly is important in the 
opinion of many people when comparing Western 
Europe to Soviet Russia, it is certainly the fear 
of being squeezed out from export markets and 
the fear of being flooded by cheap imports, which 
worries the ordinary man in a country with slow 
economic growth. 

It is easy to understand why this fear arises 
because the problem appears to be similar to the 
problem of the laggard firm in a competitive mar- 
ket. When other competing firms achieve more 
rapid increases in productivity, they are not so 
likely to get their profits eaten up by rising labour 
costs. Thus, they will have greater scope for price 
reductions or further investments which will make 
them more competitive. The analogy between the 
firm (or a branch of industry) on the one hand 
and a national economy on the other hand is not 
farfetched and the conclusion may easily be drawn 
that a country with relatively slow improvements 
in its general productivity will find it more dif- 
ficult to keep costs and prices down in order to 
remain internationally competitive. 

But this conclusion must somehow rest on the 
assumption that increases in wages or other costs 
are independent of productivity, which may be 
quite wrong. On the contrary it may very well be 
that wages will have a tendency to increase much 
faster in a country with rapid economic growth 
than in a country with slow growth, so that the 
two countries will be equally competitive or even 
that the lagging country will be better off with 
regard to the balance of payments. There are at 
least two factors which might work in this direc- 
tion, firstly that the trade unions are likely to 
claim higher wages the more rapidly productivity 
increases, and secondly that the rapid increase in 
productivity may be due to a rate of investment 
which is greater than people’s readiness to save, 
so that it actually results in inflation. In fact, 
countries with balance of payments difficulties 
might therefore sometimes have to restrict the 
rate of investment and the rate of economic 
growth in order to reduce demand for imports 
and to increase their supply of exports. This 
happened for example in the U K in 1955/56 and 
a similar line of argument might also apply to 
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Sweden. Thus, there may be grounds for fearing 
that the Swedish incréase in productivity has 
been rather unsatisfactory in recent years, and a 
pessimistic view of future developments may be 
well founded. At the same time many people feel 
that Swedish costs and prices are rising and will 
continue to rise faster than in other countries. 
But most attempts to speed up the rate of the 
increase in productivity by raising the ratio of 
investment in relation to national income would 
certainly only have the effect of making the eco- 
nomy still more inflationary and therefore tend 
to worsen the balance of payments difficulties. 
Only by a voluntary increase in savings or by an 
increase in savings via the fiscal system — which 
would require almost unbelievably favourable 
political and economic conditions — would it be 
possible to speed up the rate of economic growth 
without increasing the inflationary tendencies. 

Another view on the problem is that, even if 
it were thus that relatively slow economic growth 
per se results in a deficit on current account on 
the external side, it should in theory be possible 
to correct this deficit by the use of exchange rate 
adjustments. A devaluation should make imports 
less competitive and exports more attractive. But 
this view is not very reassuring. If our country 
has a slower economic growth than other countries 
and therefore year after year shows a tendency 
to enter into balance of payments difficulties, it 
should have to devalue not only once, but repea- 
tedly. If the effects of a single devaluation are 
doubtful, because of the added inflationary stimu- 
lus for example which a devaluation gives to the 
economy and which to some extent at least defeats 
the purpose of the adjustment in exchange rates 
— then almost no economist would recommend a 
policy of repeated devaluations, because of the 
unfavourable speculations which such a_ policy 
would cause. 

Therefore: if it were true that relatively slow 
growth would. cause balance of payments diffi- 
culties, which is very doubtful, the Government 
would have to adjust its domestic economic po- 
licy to counterbalance these effects. Total domes- 
tic demand for goods and services would have to 
be curtailed so as to keep the external account in 
balance, but obviously this curtailment would have 


to apply chiefly to consumption and not to in- 
vestments otherwise the rate of growth would be 
still slower. And again, of course, the possibility 
arises that a curtailment of consumption demand 
would also result in such a deterioration of prof- 
its and profit expectations, that private invest- 
ment would in any case fall. As I have stated 
above, however, it is not really likely that balance 
of payments difficulties will be “caused” by rela- 
tively slow growth. It is far more likely that if it 
is decided to adopt a higher rate of expansion in 
the economy as a whole this would thus cause 
greater difficulties in maintaining balance of 
payment equilibrium. The choice of slower 
growth in this expansion would tend to reduce 
that problem. It would be a different matter, of 
course, if economic growth were an Act of God 
and a country were suddenly to find that its in- 
habitants have become more inventive and adapt- 
able, causing the rate of growth to be speeded up 
without any increase in the rate of investment. 
Then, total output might very well rise faster 
than total demand, so that costs and prices would 
tend to fall and the country automatically would 
become more competitive abroad. 


IV 


If we revert to the problem of terms of trade, 
we may well find that every change in a country’s 
terms of trade is not necessarily influenced from 
abroad. Even a small country like Sweden may 
find it possible to affect the world market prices 
for its exports by changing the volume and struc- 
ture of its foreign trade which to a certain ex- 
tent depend upon its rate of economic develop- 
ment as well as upon the structure of that develop- 
ment. Even if the economic growth should be 
based on a comparatively rapid expansion of the 
industries specializing in products which charac- 
terize the country’s exports, one would have to 
expect the terms of trade to be less advantageous 
to those probable when there is a slower rate of 
growth with a less rapid increase in the produc- 
tion for exports. And thus the more one in- 
creases the exports, the cheaper one has to sell. 
Whether instead a rapid and more uniform ex- 
pansion of production in all branches of the eco- 
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nomy would result in terms of trade less advanta- 
geous to those resulting from a slow but still 
uniform expansion must first and foremost de- 
pend on what the domestic demand for goods and 
services would be under the two different condi- 
tions. Let us, for instance, imagine a case where 
an all-round and uniform expansion of produc- 
tion coincides with an increase in the demand 
for commodities which concentrates itself on 
such imported durable consumer goods as e. g. 
cars and television sets. The expansionary process 
must then lead to a considerable increase in the 
efforts to place Swedish products on the foreign 
markets, and the faster the economic expansion 
takes place, the more the terms of trade will dete- 
riorate. In order to illustrate a contrasting alter- 
native, one may take the case where the improve- 
ments in productivity and increases in produc- 
tion mainly occur in the very sectors in which the 
domestic demand increases most when incomes 
rise. It is quite imaginable that changes in the 
rate of economic growth would not then to any 
noticeable extent affect the demand for imported 
goods, the volume of exports or, on the whole, 
the terms of trade. This, however, has the ap- 
pearance of a rather extreme case, since it means 
that the economic growth is concentrated on eco- 
nomic self-support. Should the development tend- 
encies be similar in other countries, international 
trade would not increase at all in spite of rising 
production and real income. The truth is, how- 
ever, that the world trade has instead in the 1950’s 
been characterized by a tendency to expand at a 
faster rate than production, a feature which is 
particularly significant with respect to the pro- 
duction and foreign trade of the industrialized 
countries. 


To speak in general terms, it is reasonable to 
infer when taking the foregoing as a basis that 
the economic growth in an average industrial 
country involves that the structure of production 
tends to grow in a manner different from that 
of its internal demand, with the consequence that 
the average industrial country displays a tendency 
to demand more imported goods according as it 
gets richer and to produce more export goods ac- 
cording as it increases its total production. It must 
therefore hold good as far as an average indus- 
trial country is concerned that the faster it is eco- 
nomically expanding, the more will its import 
demand and supply of exports increase. And 
reversely, the slower its progress, the slower will 
the development of its foreign trade be. In neith- 
er case, however, is it possible for reasons indi- 
cated above to draw any simple conclusions as to 
the relative tendencies of the terms of trade. 

The string of hypothetical cases discussed in 
this article should illustrate the complexity of the 
relations between foreign trade and economic 
growth. Only a negative conlusion can be drawn 
from the analysis; there are no direct reasons for 
believing in the existence of a simple relation 
between the rate of the productivity increase, the 
status of the balance of payments and the develop- 
ment of the standard of living. Economic theory 
can clarify conceivable economic situations, isolate 
certain relations and sometimes show that alto- 
gether simple assertions and generalizations do 
not hold good. This has been the aim of this 
article. An answer to what the real facts are — 
e. g. the relation between Sweden’s foreign trade 
and its rate of expansion — will have to be given 
by the actual historical development. But, alas, 
not even history can render a simple answer. 
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THE ECONOMIC SITUATION 


Economic development so far this year has on 
the whole been expansionary. Industrial produc- 
tion has been increasing at a considerably faster 
rate than during the previous year, which was 
characterised by somewhat stagnationary tenden- 
cies in production. There has also been a strong 
expansion in foreign trade. The import surplus 
has increased, but this will probably have been 
compensated for by increased receipts from ship- 
ping freights. Tendencies towards a more bal- 
anced situation on the labour market have con- 
tinued. There has, on the other hand, been a lack 
of balance on the credit and capital market, where 
the shortage of long term savings was one of the 
reasons for the increase in the official discount 
rate and in the general interest rate structure 
that took place in July. 

In considering the rise in interest rates, which 
will be discussed in more detail in the next sec- 
tion, regard should be had to the fact that the 
Swedish economy is suffering from a serious 
shortage of savings in relation to the large invest- 
ment requirements of both government and pri- 
vate industry. The savings deficit has appeared in 
various forms: as a queue at the Riksbank of 
local authorities and firms wishing to issue bonds, 
as an excessive demand for bank credit and as a 
budget deficit which has to be financed to a large 
extent by the Riksbank. Naturally such a develop- 
ment implies considerable risks of inflation, which 
may become actual in the near future. From this 
point of view it is very satisfactory that the dis- 
count rate was raised as a preventative measure, 
before new inflationary conditions appeared. Post 
war Swedish experience of interest rate policy 
had previously been that restrictions had been 
imposed too mildly and too late, after the infla- 
tionary situation had already become serious. 
From this point of view it seems possible that this 
surprising action taken by the Riksbank marks a 


re-orientation of economic policy towards a more 
consistent anti-inflationary policy. The discussion 
that followed the increase in the discount rate 
shows, however, that such a re-orientation cannot 
be taken for granted; from both government and 
trade unions opinions have been expressed un- 
favourable to the Riksbank’s action. It is thus 
impossible to predict how far the policy of higher 
interest rates will be persevered with. The sta- 
bilising effects of the rise in the level of interest 
rates will depend to a large extent, of course, on 
the one hand on how long the higher rates are 
maintained, on the other hand on how far the 
interest rate policy is supported by a more restric- 
tive fiscal policy. 


The rise in bank rate 


When, in July, the Riksbank unexpectedly raised 
the official discount rate from 4 to 5 per cent. 
the Governor of the Riksbank stated that there 
could hardly be said to have been any change for 
the worse, recently, in the balance in the Swedish 
economy. Developments towards stability on the 
labour market had continued, and there were signs 
of a better balance in certain other areas, too. 
However, there were such alarming tendencies at 
some key points that a considerable increase in 
interest rates could be considered to be justified. 
The development of the balance of payments, for 
instance, had not been as favourable as there had 
been reason to expect. Admittedly the currency 
teserves had, broadly speaking, been maintained 
at the same level, but when the great increase in 
the volume of foreign trade is considered the de- 
velopment here must be regarded as unsatisfac- 
tory. 

The main reason for concern at economic devel- 
opments, however, was the signs of a lack of bal- 
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ance on the credit market. An increasing pressure 
of supply on the bond market and almost specula- 
tive rises in share prices, argued the Governor of 
the Riksbank, revealed markedly inflationary ex- 
pectations. This development on the capital market 
had been further accentuated by the outcome of 
the state budget in the budget year that ended 
at the end of this June and also by the prospects 
for the state finances for the current budget year. 
Its consequence had been increased difficulty in 
obtaining long term finance for house-building. 
Building credits had thus to a large extent remain- 
ed with the commercial banks after the houses 
were completed, since it was not possible to re- 
place them by long term loans. This involved a 
risk that the planned extent of house-building, and 
‘with it winter employment in the building trades, 
might be endangered. The Governor stressed that 
financing house-building by inflationary methods 
could not be accepted. Finally, the rise in bank 
rate should be seen against the background of the 
general need to strengthen the chances for mone- 
tary policy to contribute to the stabilising policy 
that is continually necessary, not least when the 
development of the state finances is considered. 
In connection with the rise in bank rate, the 
board of the Riksbank decided that the regulations 
imposing a ‘ceiling’ on commercial bank advances 
should be abolished. The banks should, however, 
continue to exercise great moderation in their is- 


Position of the Riksbank (Milliard Kr) 


A Gold, Foreign Exchange & Bonds 
B Note Circulation 
C Bonds (incl. Treasury Bills) 


Source: Sveriges Riksbank 


sue of credit. At the same time is was decided that 
the directives to the commercial banks to main- 
tain a stipulated liquidity ratio should still be ob- 
served irrespective of seasonal fluctuations. 

The rise in bank rate had taken place without 
the board of the Riksbank informing the govern- 
ment in advance of their plans. This method of 
procedure, which may be said to be without prec- 
edent in post war economic policy, gave rise to 
an extensive discussion on the position of the 
Riksbank and its responsibility and liability to take 
action to protect the value of money. From the 
government side it was argued that the government 
alone bore the responsibility for economic develop- 
ment and that therefore it could not with propriety 
be excluded from a decision on economic policy 
of such significance and with such far reaching 
effects as the current rise in bank rate. The great 
difference in opinion between the government 
and the board of the Riksbank caused the chair- 
man of the bord, Mr. Per Eckerberg, to ask, 
after a meeting summoned on the initiative of the 
prime minister, to be relieved of his position. The 
chairman of the governing board of the Riksbank 
is appointed by the government, while the other 
members are appointed by the Riksdag. The gov- 
ernment later appointed a former minister of fi- 
nance, Per Edvin Sk6ld, as chairman of the board 
of the Riksbank. 


Foreign Trade (Million Kr) 
(Current 3-months averages) 


A Imports 
B Exports 
C Import Surplus 
Source: Board of Trade 
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The state finances and the credit market 


Immediately after the rise in the bank rate, 
whereby the official discount rate reached its 
highest level since the crisis years 193I—32, the 
Riksbank gave permission for two bond issues to 
secure the financing of house-building. The Hous- 
ing Credit Bank was allowed to issue a 20-year 
5 1/2 per cent. loan, and the Urban Mort- 
gage Bank a 5 1/4 per cent. loan with a con- 
siderably shorter maturity than had previously 
been usual for loans of this type, i. e. 5 years. 
Both loans met with a very favourable reception, 
and were subscribed to, together, to the extent 
of about 450 million kronor. The intention was to 
transfer capital from the short to the long-term 
market in order to secure the finance of house 
building. The result of the attempt is, however, a 
discussable point as the dominating part of the 
borrowing took place in the commercial banks, 
which thus exchanged frozen housing credits for 
mortgage bonds with a maturity of five years. 

Immediately after the rise in bank rate the 
commercial banks and other credit institutions 
also put up their interest rates, so that the rise in 
bank rate thus affected the whole credit market. 
The rates on deposits with the commercial banks 
were raised by 3/4 per cent. except for current ac- 
counts, which still earn no interest, and for de- 
posit accounts requiring 14 days notice of with- 


Price Trends (1949 = 100) 


A Wholesale Prices 
B Costs of Living 


Source: Board of Trade and Social Board 


drawal, where the interest rate was raised from 
2 1/4 per cent. to 2 1/2 per cent. Rates on ad- 
vances were raised by I—1 1/4 per cent. The 
widening of the interest margin of the commercial 
banks involved is motivated by the increases in 
cost, partly through the latest agreement on sal- 
aries, partly through the structural change to- 
wards deposits at higher interest rates that has 
taken place in recent years. 

The effect of the rise in bank rate on bond 
prices was immediate and powerful. The prices 
adapted themselves, broadly speaking, to the new 
level of interest rates, but they have since risen 
somewhat. Selling prices have only seldom been 
quoted, and transactions have been very incon- 
siderable. There was a fairly strong fall in share 
prices, too, immediately after the rise in bank 
rate, but this was only of short duration. Prices 
recovered quickly, and a few weeks after the rise 
in bank rate were at the same level as immediately 
before. On the average, the level of share prices 
was somewhat lower in August than in July. In 
the middle of September the tendency of share 
price movements was very indefinite. 

In his comments on the rise in bank rate the 
Governor of the Riksbank referred to the need to 
give economic policy an increased support by the 
use of credit policy, considering the development 
of the state finances. It had become obvious at a 
very early stage in the budget year that ended 


Industrial Production 


A Production Index (1938 = 100) 


B Percentage with Last Year 


Source: The Federation of Swedish Industries 
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this June that the aim of balancing the total 
budget would not be able to be achieved. Instead 
of the state finances having a restrictive effect, 
a considerable budget deficit led to a great in- 
crease in market liquidity. The increasing govern- 
ment expenditure necessitated an increasing 
amount of short term borrowing from both the 
Riksbank and the commercial banks, while the 
level of interest rates on the capital market made 
application there for a long term government loan 
impossible. The result of the government loans is- 
sued in May pointed to a fairly clear lesson in this 
matter. Neither the 4-year 4 per cent. loan nor 
the 10-year 4 1/4 per cent. loan was able to attract 
more than an extremely insignificant amount. The 
national debt, which is normally reduced by about 
500 million kronor in the period January—June 
because of the seasonal surplus of state income 
over expenditure, was this year only able to be 
reduced by a bare 150 million. State finances and 
changes in the financial position of the Riksbank 
together usually lead to a considerable reduction of 
liquidity during this period. In 1957 this tight- 
ening failed to occur. What was, from the point 
of view of economic policy, unfavourable in this 
development was further accentuated in July, 
when, as a result of a large deficit in the cur- 
rent budget, the market received a considerably 
greater addition to its liquidity than is normal in 
that month. During the first seven months of this 


Ship-Building (z 000 gross tons) 


A Under Construction 
B Deliveries (quarterly figures) 


Source: The Swedish Shipbuilding Association 


year about 650 million kronor has been pumped 
out on to the market, whereas in the same period 
of last year about 600 million was drawn off 
the market. Thus the difference is no less than 
1,250 million kronor. Considering the increased 
risks of inflation consequent upon the excess of 
state expenditure over income and the increased 
liquidity in the economy, the action of the Riks- 
bank in raising the discount rate seems a highly 
appropriate one. 

In order to consolidate the greatly increased 
short term government borrowing, the National 
Debt Office issued in September a 10-year 5 1/4 
per cent. loan which was limited from the begin- 
ning to 100 million kronor. This loan was soon 
fully subscribed to. A 4-year 5 per cent. loan was 
also issued, aimed chiefly at the commercial banks. 
They were given the opportunity of exchanging 
treasury bills acquired after the rise in bank rate 
for these short term bonds. The interest on 3- 
months treasury bills had been raised, in connec- 
tion with the rise in bank rate, by 1 per cent. to 
3 1/2 per cent. 350 million kronor of this short 
loan was taken up, of which 240 million was sub- 
scribed in the form of treasury bills. Thus these 
two loans raised over 200 million kronor in cash 
for the Treasury. 

The yield on Government securities has during 
the passed twelve months been gradually pressed 
upwards, particularly as a result of the sharp rise 
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A Passenger cars 
B Transport Vehicles 


Source: The Swedish Association of Motor Car Dealers 
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in interest rates in July this year. A prominent 
feature of the development of the interest level 
is also that the short-term yield has risen more 
than the long-term one, a trend which the follow- 
ing table illustrates. 
Yield 

Jun. Dec. Jun. Aug. 
1956 1956 1957 1957 


Bond loans maturing in: 


ee? BY GANS sits ied Pole wants 3-7 3.8 3.8 4.6 

SS VA ee Ae come Be ay 3.9 4.8 

TO: years, (approx.) ... . = 4.1 4.5 4.6 Bak 

20 years (approx.) . .. . 4.4 4.7 4.8 5.2 
Treasury bills: * 

ey aTOMC HS rs Bk alco a ct 22 2.5 25 3.5 

OemOTUnSpcesee ne te ee) zie 2.8 2.8 3.8 


1 Anticipative yield. 


At the beginning of September the preliminary 
result was published of the outcome of the state 
budget for the year 1956/57. It had been im- 
possible, as developments earlier in the year had 
led one to expect, to achieve anything near a bal- 
anced total budget, i. e. to avoid net borrowing. 
When the Riksdag in May 1956 approved the 
budget proposals there was an estimated surplus 
on the total budget of about 500 million kronor. 
There has turned out to be, on the contrary, a 
deficit of no less than 800 million kronor. This is 
attributable to approximately equal extents to an 
increase in expenditure and to the fact that in- 
come was not as great as had been estimated. The 
unforeseen fall in income was due to some extent 
to the fact that companies have abstained from 
paying in April 1957 taxes in arrear from the 
year 1956 hereby acquiring credit for the rest of 
the year at an interest rate of 7 per cent. The 
increased expenditure is explained partly by the 
increase in salaries of government employees and 
by the increased costs, about 165 million kronor, 
of the new housing policy. The budget deficit 
can as mentioned above be estimated at 800 mil- 
lion kronor net, a sum of about 450 million kronor 
representing transfers to the “‘sterilising fund” in 
the Riksbank for use in the future having already 
been deducted. 

As a result of the greater liquidity in the money 
market, deposits in the commercial banks in- 
creased in the period January—August by no 
less than about 750 million kronor as against only 


The position of the commercial banks (miil. kr.) 


1956 1957 
Assets Aug. Dec. June July Aug. 
Cash® eae ener 661 788 556 745 434 
Treasury bills . . 555 692 487 1,043 11,190 
Swedish bonds. . 2,630 2,602 2,609 2,730 3,247 
Advances . . . . 10,562 10,638 11,137 11,053 10,810 
Banks abroad . . 500 659 500 567 597 
Sundry accounts . 872 ~=-1, 161 939 923 «1,021 
Total 15,780 16,540 16,228 17,061 17,299 
Liabilities 
Deposits . 12,824 13,090 13,003 13,843 13,847 
Banks abroad . . 275 332 357 359 342 
Share capital and 
teserve funds. . 1,203 1,238 1,270 1,270 1,270 
Sundry accounts . 1,478 1,880 1,598 1,589 1,840 
Total 15,780 16,540 16,228 17,061 17,299 


about 215 million in the same period of last year. 
Bank advances, too, have increased considerably 
faster than in the period January—August last 
year, by about 170 million kronor as against a 
roughly speaking unchanged volume of advances 
then. 

During the third quarter the following new 
bond issues have been announced. 


Rate of | Amount 
interest ; of issue cua = 
percent in mill. kr. 
The Urban Mortgage Bank . . 52/4 350 100 
The Housing Credit Society. . 51/2 102 100 
Swedish Govemment ... . 52/4 100 100 
Swedish Government .... 5 350 100 
Graningeverkens AB. . . . . 5i/a 30 100 


The Riksbank has authorised the General Mort- 
gage Bank of Sweden to issue a 5-year 5 1/4 per 
cent. loan. The amount of this loan will only be 
some 10 million kronor. 

In September shares in an engineering firm, 
Zander and Ingestr6m AB were introduced on 
the stock market, after the sale of 10,000 shares 
at 110 per cent. Furthermore, the mother com- 
pany of the Brostrémskoncernen, Angfartygs AB 
Tirfing, sold 250,000 shares in the market. The 
interest in these issues was very great. 

In the table below appears the yield, according 
to the latest available information on dividends, 
of a representative selection of shares, in per- 
centages of the market prices in the middle of 
August in the various years. 
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1953 1954 1953 1956 1957 
5 wood-processing companies . 4.8 3.4 3.2 41 3.7 


2 wood and iron industries . . 40 3.4 3.1 3:8 3.6 
5 exporting engineering comp. 6.2 49 5.2 54 45.1 
RRGREMEERES ES os Ss + se 420 44 4.4 5:6" 5.5 


Foreign trade 


The development of foreign trade so far this 
year has been characterised by a great expansion 
of both volume and value of exports and imports. 
In the first half of the year the volume of exports 
increased by 15 per cent. and the import volume 
by 10 per cent. compared with the same period 
of last year. (It should be remembered, however, 
changes in volume can be recorded for only a part 
of the total foreign trade.) The increase in the 
volume of exports was especially great for timber, 
agricultural products and vehicles. For the first 
two categories the explanation of this lies partly 
in the fact that the figures for the periods under 
comparison were in some way unusual. Export of 
timber was hampered last year by shipping con- 
ditions. This year these have been unusually fa- 
vourable. Exports of agricultural products this 
year appear especially favourable compared to last 
year, but here it should be remembered that last 
year’s exports were exceptionally small because 
of the bad harvest in 1955. Exports of vehicles, 
machinery and instruments, on the other hand, 


Foreign trade with major countries January—June 
1956 and 1957 


Imports Exports eo 

1955 1956 1955 1956 1955 1956 
West Germany. 1188 1346 564 697 —624 —649 
United Kingdom 742 906 774 920 +32 + 14 
United States. . 557 886 237 261 —320 —625 
Norway... . 183 220 400 579 207. +359 
Netherlands . . 390 419 267 326 —123 — 93 
Belgium... . 265 287 209 245 — §6 — 42 
Eradcem. . . . 907 194 274 312 +76 +118 
Denmark ... 176 233 252 278 +76 + 45 
VN) 3S 164 219 TSt 177 0 —' 13) 142 
2 134 ©6143 93 120 — 41 — 25 
Venezuela. . . 108 169 ie et — 79 —144 
Switzerland .. 109 116 64 76 = 45, — 40 
eer +. . %I0L 103 64 49 — 37 — 54 
Presa... 31 40 12m 104 +90 + 64 


0 37 56 300 «= «53 =—(27 — 3 


have shown real increases of considerable size, 
vehicle exports by 30 per cent. and machinery 
and instruments by over 10 per cent. The increase 
in the volume of imports was concentrated on 
capital goods. Thus imports of iron and steel in- 
creased by 39 per cent., machinery and instru- 
ments by about 15 per cent. The increase in fuel 
imports, on the other hand, has been negligible. 

The development of prices has not been as 
favourable as that of volume. Compared with the 
first half of last year import prices have risen 
twice as much as export prices, by 6 per cent. 
as against 3 per cent. The deterioration in our 
terms of trade which took place in the first quarter 
of this year, however, ceased in the second quar- 
ter, when both export and import prices rose on 
the average by I per cent. 


Import 


Imports surplus 


Exports 
(Million kronor) 


Jan.—Aug. 1933... .. 5,242 4.759 483 
> PMPTOSA) Suma. 5,848 5,163 685 
> PERREOGS, cence <a 6,645 5,650 995 
> SeeeLOyOes cise eas 7,279 6,289 990 
A Se LOS Ter hey cases 8,393 7,204 1,189 


One aspect in the development which must give 
rise to some anxiety is the size of the deficit in 
the balance of trade. The import surplus, which 
amounted in the first half of the year to 1,069 
million kronor, increased by a further 120 million 
kronor during July and August, whereas July nor- 
mally shows an export surplus. For the first eight 
months total imports are no less than 16 per cent. 
higher, and exports 15 per cent. higher than last 
year, measured by value. 

At present it seems improbable that the calcu- 
lations on foreign trade presented in the revised 
national budget (Economic Survey) will be borne 
out. For exports as well as for imports the in- 
crease in both volume and value will probably 
exceed the estimates. It is probable, too, that the 
deficit in the balance of trade will be greater than 
had been expected. It was estimated that the im- 
port surplus for the whole year would amount to 
1,375 million kronor. This surplus, as has been 
mentioned, amounted to almost 1,200 million 
kronor for the period January—August. Even if 
we take into consideration the probability that the 
expansion in imports will not continue at the 
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Share Index 
. (Face- value Jan. 1953 = 100) 


Home market industry ..... 172 | 140] 155 | 196 

Other industries “") 2°. |. ss - 242 | 204 | 225 | 294 

Of which: 

> Graneesbere) Aa woes So eos 372 [366 | 400 | 445 
Swedish Match Co. ..... 123 | 112] 123] 140 
Iron & steel industries 192 | 160 | 165 | 221 
Exporting engineering industries | 227 | 182 | 193 | 253 
Woodgoods and paper pulp indu- 

NETICSeAD Es oR aut ie a ah uot ue 235 | 190] 242 | 351 

Mixed woodgoods iron indu- 

ATES STi ap on ee 352 | 289 | 317 | 425 
Pirade ea Cnet ey Sa) a. 203 | 206 | 263 | 403 
Shipping companies ..... . 264 | 190 | 208 | 298 
Holding companies. ...... 246 | 206} 245 | 317 
Dankomeap ewe Nine aes ce ae 231 | 203} 230] 286 


Note: All figures refer to the middle of the months 


same rate as up to now — one reason for this sup- 
position is that part of the increase in imports 
went into a not inconsiderable increase in stocks 
— it seems that the import surplus for the whole 
year will exceed the figure in the revised national 
budget calculations by at least 100 million kro- 
nor. 

The Riksbank’s foreign exchange reserves at 
the end of August amounted to the same sum as 
at the beginning of the year, i. e. 2,447 million 
kronor. There were, however, changes in the cur- 
rency reserves of the commercial banks. During 
the same period these diminished by 126 million 
kronor. Thus the total currency reserve has fallen 
by 127 million kronor, while the decrease in the 
same period of last year was only 50 million kro- 
nor. 


Foreign exchange reserves (million kronor) 


1956 1957 

The Riksbank Sept. Dec. June Aug. 
Golds Gare ie aie rol 1,359 1,376 1,195 1,245 
Diollara se ple en Sie 888 999 1,208 : 
EPU-currencies . . . - . 208 235 137 
Other currencies - —I141 —162 — 73 

Total 2,314 2,448 2,467 2,447 
Commercial banks . . . . 238 317 135 Ig! 

Total 2,552 2,765 2,602 2,638 
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185] 189] 183 
306} 310] 299 
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133 
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178] 177] 171 | 171 


281] 285] 277 | 279 


551) 558] 528 
137| 136] 141 
254) 257) 24 
261} 262] 251 


485 
124 
235 
242 


473] 476] 473 
140} 140] 137 
224} 224) 219 
244] 249] 239 


338] 344] 337 | 330 357| 262] 351 


380} 391] 385 
489} 524] 496 
245] 239] 226) 
405] 412] 393 
2331 2351 230 


341| 343] 331 
359| 260] 357 
253] 254] 248 
319] 326] 329 
247| 242| 234 


454 


347 
246 


Industrial production 


The development of production has been fairly 
heterogeneous as between different industries. The 
increase in the volume of total production has been 
more favourable than could have been counted 
on at the beginning of the year. Compared with 
the first half of last year there was an increase of 
5 per cent. From 1955 to 1956 production increased 
by just over 2 1/2 per cent., and the increase for 
1957 estimated in the revised national budget in 
May was 3 per cent. It is, however, hardly prob-- 
able that the rate of increase in production that 
has prevailed so far will be able to be maintained 
for the rest of the year. It should be remembered 
that industrial production in the first half of last 
year could almost be described as stagnating. 

The capital goods industry, as in previous years, 
has been expanding considerably more rapidly 
than the consumption goods industry. Their in- 
creases in production for the first half of this 
year are 6 and 1 per cent. respectively. There has 
been a great increase in production, of II per 
cent., in iron mining, and also in iron and metal 
works, where production increased by 9 per cent. 
There seems to have been a not inconsiderable 
building up of stocks of iron and steel in the first 
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half of the year, after the small decrease in stocks 
that took place last year. The increase in stocks 
that has now taken place relies not only on the 
relatively great increase in production, but chiefly 
on a marked increase in imports of iron and steel. 
The inflow of orders to the iron works has de- 
teriorated as a consequence of this development. 
It is thus extremely difficult to predict how iron 
production will develop in the second half of the 
year. 

Employment in the engineering industry has 
been 3 per cent. higher than in the first half of 
last year. As in previous years, the major part of 
the increase this year has been in shipbuilding. 
Measured according to the number of man hours 
worked employment in the shipyards was 12 per 
cent. higher than in the first half of last year, 
while the increase in other engineering industries 
was only 1 per cent. 

With regard to the development of production 
in other industries it may be mentioned that con- 
ditions in the timber industry have been much 
more favourable this year than last, when pro- 
duction fell by about 10 per cent. Production in 
the first half of this year increased by 6 per cent. 
compared with the first half of last year. The 
production of paper and pulp showed an increase 
of 8 per cent. in the first half of the year, a rate 
that cannot be expected to be maintained during 
the rest of the year. There was also a great in- 
crease in the leather and shoe industry, where 
there had been a tendency towards stagnation in 
recent years. There has been a rise in production 
at the same time as a considerable increase in 
imports of shoes. A continued rise in production 
at the present rate does not seem probable for the 
shoe industry either, mainly because of the in- 
crease in stocks which by all indications would 
seem to have taken place in the first half of the 
year. 


The labour market 


Tendencies towards a more balanced situation 
on the labour market have continued so far this 
year. Compared to last year the number of unem- 
ployed has been higher every month, with the 


single exception of February, while the number 
of vacancies (up to and including July) has been 
on the average 13 per cent. less. For the period 
January—August the average number of unem- 
ployed registered at the employment exchanges 
has been 18 per cent. above the level of the same 
period last year. This difference is accounted for 
to a significant extent by the considerably higher 
employment this year among the building workers. 
The number of housing starts in the first half of 
this year was just over 17,000 as compared with 
21,000 last year. As a consequence of this the 
average number of unemployed building workers 
(up to and including August) has been 40 per 
cent. higher this year. The figures for February 
have not been included so that the specially cold 
conditions in that month last year will not affect 
the comparison. Thus on the average 6.7 per cent. 
of the building workers were unemployed as 
against 4.8 per cent. last year. 

If we look at unemployment in the different 
industries the development appears to have been 
fairly uneven. Noteworthy is the comparatively 
speaking significant increase in unemployment 
among the metal workers. The number of un- 
employed here has been greater in every month 
this year than last year. It should be stressed 
that the number itself is small, but nevertheless 
the tendency is of interest. This year on the 
average over 0.8 per cent. of the members were 
unemployed, compared with 0.6 per cent. last year. 
The increased unemployment does not, however, 
mean that the employment in the engineering in- 
dustry is at a lower level. On the contrary, the 
number of man hours worked has increased by 
about 3 per cent. The higher employment figure 
should therefore be regarded as the result of an 
increased supply of labour that could not be 
entirely absorbed. It should, however, be pointed 
out that employment within industry as a whole 
must still be regarded as high and unemployment 
as low. It is expected that activity in the building 
trades will be considerably greater in the second 
half of the year, so that the unemployment among 
the building workers will be significantly reduced 
from the unusually high level in the earlier part 
of the year. 
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Some Statistical Data on Sweden's Economic Position. 


I. THE RIKSBANK. (Amounts in million kr.) 


Gold and Foreign Exchange Reserves 


Sight Deposits 
Bonds and 


At the’ Note 
End of Gold! Aes ene Total meu Advances Circulation Total Lear Thereof 
xchange Comm. 
State B 
anks 
1938 707 750 1457 106 50 1 O61 849 418 428 
1952 954 1350 72 4 3 240 321 4977 1029 449 558 
1953 1 130 1491 2621 2 736 357 4835 545 303 180 
1954 1370 T 104 2474 3 267 99 5 087 441 289 150 
1955 1 426 1 004 2 430 4023 25 531 747 321 418 
1956 1 376 1072 2 448 4 390 21 559 504 260 241 
1956 | 1957| 1956 | 1957| 1956 | 1957| 1956) 1957 | 1956) 1957 | 1956 | 1957 | 1956} 1957 | 1956 | 1957 | 1956 | 1957 
Jan. | 1437/1325] 929} 1078] 2 366) 2 403| 3693/4140] 24] 20/5047) 5 334] 505 | 470 | 288 | 291 | 272 | 175 
Feb. | 1405] 1 32 961] 1025] 2366/2350] 3626] 4103] 23] 20] 5 014] 5 337] 514 | 373 | 333 | 269] 172 | 93 
Mar. | 1412/13 934| 1157] 2346] 2463 |360314 322] 44] 19]5073/5 271] 325 | 462 | 213 | 316 | 108 | 143 
April | 1391|1290] 924]1 112] 2315]2 402|3791| 4326] 23 18 | 5 130] 5 359] 370 | 287 | 2u2 | 140 | 165 | 143 
May | 1374|1195] 852)1213] 2226/2 408/3 591} 4411} 177] 123] 4968) 5 299] 312 | 356 | 231 | 213] 79] 137 
June | 1328/1195] 921|1272} 2249] 2 467| 3 787|4493| 208] 16] 5 108) 5 461) 323 | 230 | 207 | 103 | 112 | 123 
July | 1347/1203] 921] 1299] 2268]2502|3971|4616] 21] 15) 4944] 5 246] 499 | 520 | 210 | 241 | 287 | 276 
Aug. | 1358/1245] 891] 1 202] 2249]2447/3944|449!| 20] 69] 5 047] 5 320] 357 | 332 | 105 | 261 | 245] 68 
Sept. | 1359|1214] 955] 1 180] 2314/2 3941375914474] 107| 11215129] 536) 234 | 284 | 164 | 128] 67 | 153 
Oct. | 1 369 960 2 329 3959 22 523 248 85 160 
Nov. | 1371 1 037 248 4010 27 Rail 317 199 113 
Dec. | 1 376 1072 2 448 4390 21 5 598 504 260 241 
1 Market value. — ® Net claims on foreign countries. 
Il. COMMERCIAL BANKS. (Amounts in million kr.) 
Advances Deposits 
: Net Claims 
At the Swedish 
Cash on Foreign Overdrafts 
End 0 Bonds? Countries Bills Loans and Other Total Total A aete 
Advances pri Term 
1938 601 190 95 1 163 2705 47° 4 338 4260 1152 
Ss 209 1716 —13! 25.6 nod 1 668 9 848 1 38 2618 
1953 6 3 345 9 2 568 53 1798 9.932 11 839 2591 
1954 617 309 12 2 903 5 833 2 356 11 092 12 727 25'9 
195 958 2958 169 2731 5 35 2 444 10 530 12 60g a4 
195 788 3295 437 2613 5 08 29:7 10 638 13,090 2 
1956} 1957 | 1956 | 1957 | 1956 | 1957 | 1956 | 1957 | 1956 | 1957 | 1956 | 1957| 1956 / 1957 | 1956 | 1957) 1956 | 1957 
Jan. 7 643 3 782 3687] 174] 428 | 2720} 2 557] 5 281] § C77] 2 503 | 3.035 | 10 §03]10 669) 12 830}1 3 356) 2 193 | 2 304 
Feb. | 576 | 539 | 3 650] 3.939] 192] 417 | 2732] 2547] 5 264] 5 092 Ds 3 039 | 10 496)10 678) 12 874}13 502) 2152) 2 358 
Mar. | 527 | 541 | 3 338)3 157 | 279 | 2 821] 2 663] 5 235] 5 097] 2 607 | 3 149] 10643]10 909} 12 795]13 406) 2 121 | 2 302 
April | 542 | $99 | 3 1563714] —19| 261 | 2822 2651) 5 232) § 073) 2.672] 3 145 10 726,10 869} 12 499]13 302] 2 116] 2 380 
May | $14 | 619 | 2 898] 2 994] —16| 28) | 2357/2 713] 5 223] 5 095] 2 *92 | 3 385 | 109-2111 193] 12 241,12 819] 206: | 2041 
June | 519 | 356 | 2939)3 23) 268 | 2 x08] 2728] 5 164] 5 04 2 889 3 312] 10 861/11 137] 12 322/13 003] 2191] 2246 
July | 704 | 745 | 284113773] 236] 335 |2791)2 717] 5 1441 5 107] 2.912] 3 229] 10 847}11 053 12 726)13 843] 2 165] 2455 
Aug, | 661 34 13.1851 4.437] 317] 375 | 2635) 2 674) 5 c85| 5 074 2 843 3,062 | 10 562/10 810) 12 824]13 847] 2 118) 2 234 
Sept. | 460 | 617 | 3173/4171] 340] 497 | 2732] 2 670) 5 095] 5 097] 2 998 | 3 166] 10 825] 10.939) 12 737/13 936) 2 009 | 2 214 
Oct. | 604 357 397 2 68) 5 082 2 864 10 635 13 ae: 2 349 
Nov. | 561 z5N 325 2 698 5 O74 2979 1975 13 03 2215 
Dec. | 788 3295 437 2613 5 088 2937 10 638 13 090 2 660 


? Including Treasury Bills. 
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Ill. OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


Turnover at the 


Savings Banks Ape Turnover of | Yields on Bonds? | Stockholm Stock | Share index? 4 
Year Bost Office | “Se Exchange* 
eae es 2 Ee eee A Cheque 
“a Savibes Service Govt, Industrial 
Month] Deposits? | Advances? Bank? Loans | Loans | Bonds | Shares Home Other 
Million kr. | Million kr. | Million kr. | Million kr. % % 1000 kr. | 1 000 kr, | Mdustries| Industries 
1938 3085 3, 069 606 24 986 2.32 2.92 243 931 149 103 
1952 458 7934 2 576 240 oo 3,31 3.62 298 5 3 152 217 
1953 9 081 8 562 2 780 256 280 3.30 3,72 294 53 i. 213 
1954 9 699 9 224 2950 279 958 3.39 3.70 292 834 I 267 
1955 10 339 9743 3118 30° §22 3.72 4.63 244 642 195 299 
1956 11 097 10 370 3315 338 877 3,78 4,70 433 555 176 283 
1956| 1957| 1956 | 1957 | 1956 | 1957 | 1956 | 1957 |1056|1957|1956|7957|1956|1957|1956|1957|1956| 195711950] 1957 
Jan. : : ‘ ; 2 3 464] 32 150] 35 787| 3,74] 4,10] 4,65] 4,94] 310 | 540 | $33 | 768] 185 | 177 | 287 | 284 
Feb. 269 | 3 485 | 20241] 21 871) 3,69} 4,15] 4,49] 5,03] 729 | 321 | 470] 711] 183 | 181 | 290] 201 


. . . . 3 
Mar. |IO919}11785| 9948} 10599] 3 268) 3 497 | 33 145| 38 425] 3,67) 4,18] 4,46] 4.93] 347 | 403 | 636 [1014] 181 | 182 | 28% | 296 


April 3 273| 3.48% | 23 117] 24 391] 3,71] 4.18] 4,39] 4,92] 268 | 491 | $42 | 830] 178 | 186] 281 303 
May : : - | 3259] 3 489} 36 241) 40 829] 3,74] 4,20] 4,61] 4.96] 569 | 438 | 633 | 991) 177 | 183 | 285 | 3 
June |10912|11745] 10078) 10 742] 3 263] 3 524 | 23 649) 26 Sol| 3,77| 4,221 4,73] 4,95] 573 | 441 | 542 |1083) 171 | 188 | 277 | 313 


July 3 286] 3 559] 34 523] 39 332| 3.77] 5.06] 4,79] 5,53] 321 | 397 | 571 | 49] 175 | 185 | 284 | 306 
Aug. : : 3 301 | 3574] 19 Sou] 21 812! 3,77] 4,82] 4,76] 5,28] 364 | 306 | 519 | 602] 176] 189 | 291 | 310 
Sept. |11 057 10 228 3.206} 3570} 3: 520] 34 123] 3,77] 4,42] 4,80] <,18] 736 | 303 | $30} 648) 175 | 183 | 290] 299 
Oct. : : 3 323 24 225 3:79] 4.53] 4:91] 5,21 364 08 172 | 178 | 275 | 290 
Noy. : : 3 518 34.930 3,80 4,88 38 20 171 275 
Dec. {11097 10 370 3 315 z5 628 4,10) 4.94 226 558 171 279 
1 At the end of each year or month. — ? Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — * Nom. value Jan. 1953 = 100. 
IV. OTHER SSTATISTIGALID AT AG 
Foreign Trade ey, Wholesale Price Index 
oe men = 
Year National Production eee (1935 = 100) ee of 
or Debt Export (+) Index Trade “2 fi 
Month Imports Exports or Import |1935=100] Unions | Import | Export All 19490 
Million kr. | Million kr. Million kr| (5) SuPlus % Goods |) Saonds | eoods 
illion kr. 

1938 2 566 2 082 1 843 — 239 123 

1952 12710 8 947 8 134 — 813 202 

1953 13 852 8 161 7657 — 5 204 

1954 2 9 192 8 196 = 906 213 

1955 16 081 10 337 8 933 —1 404 226 

1456 16 966 11 428 10 047 —1 381 231 


1956 


1957 | 1956 | 1957 | 1956) 1957 1956| 1957 | 1956| 1957 |1956) 


Jan. | 16035] 17053 938 1141] 814] 915 | —124] —226] 233] 241 
Feb. | 16174]17261| 784] 1 050] 543] 794] —241] —256] 230] 248 
Mar. | 15 884] 17232] 802] 1052] 558] 803] —244] —249| 242] 250 
April | 16157} 17 5t5| 1018] 1038] 744] 872] —274| —166| 243] 255 
May | 15 497| 16624] 980} 1 122] 897|1 065] — 83] — 32 244] 255 
June | 15 477}16818) 964) 995) 974] 909] + 10] — 

July | 15732] 17547] 880) 1 040} 923 4} + 43) — 76| 125] 126 


Aug. |15 791] 17 915] 956) 839] 884) — 76) — 72] 224 
Sept. | 15674]17705| 961 935 — 26 245 
Oct. | 16228 1093 947 —146 252 
Nov. | 16 327 1098 978 —120) 253 
Dec. | 16966 1004 goo —104 249 


* At the end of each year or month. 
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Statement of Condition September 30°, 1957 


YeNies rey! SES 

Cash in hand and with the Riksbank Kr. 228,836,000 
Bonds and Treasury Bills » 1,087,459,000 
Loans and Discounts » 2,715,469,000 
Swedish Banks and Savings Banks ......... 2 85,991,000 
Banks abroad » 224,347,000 
> 81,317,000 

nF 29,305,000 

Buildings, Furniture and Fittings... ....... =”? 49,993,000 
Kr. 4,502,717,000 


PCA BEET LES 

Deposits ... «:. : Kr. 3,681,786,000 

Swedish Banks and Savings Banks . . . » 90,469,000 

Banks abroad ied pe Se » 92,171,000 

Sundry Accounts » 276,102,000 

Share Capital . .>. =. Kr, 194,112,000 

Reserve Funds . . » 155,888,000 

Undivided profits 12,189,000 » 362,189,000 
Kr. 4,502,717,000 
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